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) 
IN THE MATTER OF THE ) NO. W-02500A- 06-0281 
APPLICATION OF GOODMAN 1 
WATER COMPANY FOR A 1 
DETERMINATION OF THE FAIR ) 
VALUE OF ITS UTILITY PLANT AND ) FILING OF APPLICANT’S 
PROPERTY AND FOR INCREASES IN ) REJOINDER TESTIMONY, 
ITS RATES AND CHARGES FOR ) INCORPORATING ITS RESPONSE 
UTILITY SERVICES BASED THEREON ) TO STAFF’S SUREBUTTAL 

TESTIMONY 

REJOINDER TESTIMONY OF 

THOMAS J. BOURASSA 

I. INTRODUCTION AND QUALIFICATIONS. 

Q. 

A. 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

Q. HAVE YOU PREVIOUSLY SUBMITTED DIRECT AND REBUTTAL 

TESTIMONY IN THE INSTANT CASE? 

213605.1 
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A. 

Q* 
A. 

Q. 

A. 

Q. 

A. 

8. 

A. 

Yes, my direct and rebuttal testimony was submitted in support of the initial 

application in this docket by Goodman Water Company (“Goodman” or 

“Company”). 

WHAT IS THE PURPOSE OF THIS RE JOINDER TESTIMONY? 

I will provide rejoinder testimony in response to the surrebuttal filings by Arizona 

Corporation Commission Utilities Division Staff (“Staff”) with respect to rate base, 

revenues and expenses, cost of capital and rate design. 

WHAT IS THE REVENUE INCREASE THAT THE COMPANY IS 

PROPOSING IN THIS RE JOINDER TESTIMONY? 

The Company’s proposed total revenue requirement has not changed since its 

rebuttal filing. The Company proposes a total revenue requirement of $538,812, 

which constitutes an increase in revenues of $325,463, or 152.55% over test year 

revenues. 

PLEASE SUMMARIZE THE PROPOSED REVENUE REQUIREMENTS 

AND RATE INCREASES FOR THE COMPANY AND STAFF AT THIS 

STAGE OF THE PROCEEDING? 

The proposed revenue requirements and proposed rate increases are as follows: 

Revenue Requirement Revenue Incr. % Increase 

Company-Direct $537,955 $324,607 152.15% 

Staff Direct $446,4 1 1 $233,063 109.24% 

Company Rebuttal $538,812 $325,463 152.55% 

Staff Surrebuttal $463,194 $249,846 117.1 1% 

Company Rejoinder $5383 12 $325,463 152.55% 

WHY IS STAFF’S REVENUE REQUIREMENT AND RECOMMENDED 

INCREASE HIGHER IN ITS SURREBUTTAL FILING? 

There me two primary reasons for an increase in Staff‘s recommended revenue 

requirement. First, Staff has agreed that its interest synchronization in its 

computation of income taxes was an error. See Surrebuttal Testimony of Charles 
2 213605.1 
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R. Myhlhousen (“Myhlhousen SB”) at 5. The correction of this error has resulted 

in an increase in Staff‘s proposed income taxes. Second, Staff has adopted the 

Company’s proposed level of expense for repairs and maintenance which is higher 

than the Staff proposed level in its direct filing. Although Staff did not present any 

written testimony regarding its change in position regarding repairs and 

maintenance, Staff‘s surrebuttal schedules now reflect the same level of repairs and 

maintenance expense as proposed by the Company. See Staff Surrebuttal Schedule 

CRM-8. 

11. 

Q. 

A. 

Q* 

A. 

RATE BASE. 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS? 

The rate bases proposed by all parties in the case are as follows: 

OCRB FVRB 

Company-Direct $ 1,275,683 $ 1,275,683 

Staff Direct $ 1,270,589 $ 1,270,589 

Company Rebuttal $ 1,292,05 1 $ 1,292,051 

Staff Surrebuttal $ 1,270,741 $ 1,270,741 

Company Rejoinder $ 1,292,05 1 $ 1,292,051 

A. Plant-in-Service. 
DO STAFF AND THE COMPANY AGREE AS TO THE AMOUNT OF 

PLANT-IN-SERVICE INCLUDED IN RATE BASE? 

Yes. Both Staff and the Company agree to plant-in-service in the amount of 

$2,365,8 1 1 e 

B. Accumulated Depreciation. 
DO STAFF AND THE COMPANY AGREE AS TO THE AMOUNT OF 

ACCUMULATED DEPRECIATION? 
3 213605.1 
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A. 

Q. 

A. 

Q* 

A. 

Yes. Both Staff and the Company now agree to accumulated depreciation in 

amount of $108,511. Staff has accepted the Company’s rebuttal proposed level of 

accumulated depreciation and has made the appropriate adjustment. See 

Myhlhousen SB at 4. 

C. Working Capital. 

HAVE YOU MADE A REJOINDER ADJUSTMENT CONCERNING 

WORKING CAPITAL? 

No. The Company continues to propose a cash working capital allowance in the 

instant case. Since the Company has not proposed any further changes to operating 

expenses, there is no change to the Company’s proposed cash working capital 

allowance. The cash working capital allowance proposed by the Company is 

$21,310. Staff continues to propose zero working capital. 

PLEASE RESPOND TO THE SURREBUTAL TESTIMONY OF MR. 

MYHLHOUSEN ON PAGE 4 OF HIS TESTIMONY REGARDING 

WORKING CAPITAL? 

Mr. Myhlhousen claims that Staff is not aware of any Class C utility given working 

capital without a lead-lag study. See Myhlhousen SB at 4. Mr. Myhlhousen’s 

assertion that the Commission has not authorized working capital for Class C 

utilities is incorrect. There have been cases in the past few years where a Class C 

utility was granted a cash working capital allowance based on the formula method. 

E.g. Pine Water Company (A.C.C. Decision 67166, August 10, 2004) and Rio 

tilities, Inc. (A.C.C. Decision 67279, October 5, 2004). In both of these 

cases, Staff recommended cash working capital allowances based on the formula 

method. See Direct Testimony of Dennis Rogers, page 13, Docket No. SW- 

02676A-03-434, and Direct Testimony of Claudio Fernandez, page 10, Docket No. 

W-035 12A-03-0279. 

4 21 360.5.1 
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I have previously testified why the formula method is an appropriate method 

and why a cash working capital allowance should be allowed in the instant case and 

I will not repeat that testimony here. See Rebuttal Testimony of Thomas J. 

Bourassa (“Bourassa RB”) at 6-7. Based on my involvement in numerous rate 

proceedings in the past couple of years it appears that Staff has adopted a black 

letter ‘policy’ of opposing any cash working capital allowance unless accompanied 

by a lead-lag study. This ‘black letter policy, which applies to all Class C and 

above utilities, is interesting given that Staff asserts that each company should be 

examined on a case-by-case basis. See Myhlhousen SB at 7. An inflexible policy 

such as this one seems to me to be both contradictory to Staff‘s approach to rate 

making and arbitrary. The Commission rules do contemplate the use of the formula 

method. See Arizona Administrative Code 14-2- 103. Schedule B-5, for example, 

explicitly provides for the formula method for computing working capital. Further, 

it is required to be filed by all utilities regardless of size. 

111. 

Q. 

A. 

INCOME STATEMENT. 

PLEASE RESPOND TO MR. MYHLHOUSEN’S COMMENTS ON PAGE 5 

AND 6 OF HIS SURREBUTTAL TESTIMONY REGARDING THE 

APPROPRIATE LEVEL OF SALARIES AND WAGES AND OUTSIDE 

SERVICE COSTS FOR MR. SEARS AND MR. SHINER? 

While both Mr. Sears and Mr. Shiner are owners of the Company, together they 

fulfill the duties and responsibilities of managing the Company. Mr. Sears receives 

compensation for his services through a salary. Mr. Shiner receives compensation 

for his services though consulting fees. Mr. Myhlhousen asserts the Company 

cannot justify the costs for these two individuals and then proposes a level of 

expense Mr. Myhlhousen has determined to be reasonable. See Myhlhousen SB at 

5 and 6. However, Mr. Myhlhousen has yet to provide any support by way of 

evidence, analysis, or computations for how he determined what is a reasonable of 
5 213605 P 
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Q. 

A. 

expense. See Bourassa RB at 9. I can only assume that the levels of salaries and 

wages and outside services expense for Mr. Sears and Mr. Shiner proposed by Mr. 

Myhlhousen is his own best guess of what a reasonable level of expense is. This 

should not be the basis upon which an adjustment should be made and Staff‘s 

adjustment should be rejected on this alone. 

DOES THE FACT THAT NEITHER MR. SEARS NOR MR. SHINER KEEP 

TIMESHEETS BOTHER YOU? 

No. Mr. Myhlhousen would agree that some time must be spent managing 

Goodman. Both Mr. Sears and Mr. Shiner are involved to some extent in the day- 

to-day operations. Even Mr. Myhlhousen admits this. See Bourassa RB at 9. 

Additionally, the function of management encompasses more than the day-to-day 

operations. Id. Let’s assume, for arguments sake, that these two individuals 

together spend together on average 10-12 hours per week performing their 

respective responsibilities. That’s on average 5 to 6 hours each per week. At an 

average 10-12 hours per week, the time spent represents 25 to 30 percent of a full- 

time employee based on a 40 hour work week. The Company proposed level of 

salaries and wages and outside service expense for both Mr. Sears and Mr. Shiner 

total less than $50,000 annually ($32,000 for Mr. Sears plus $17,325 for Mr. 

Shiner). Based on the American Water Works Association (“AWWA”) 

compensation survey, a top executive working for a private utility earns an average 

of $176,982. See Top Executive - All Participants AWWA Water Utility 

Compensation Survey -2006, attached hereto as Rejoinder Exhibit No. 1. $50,000 

is less than 30 percent of the salary of a top executive. 

Putting aside the amount of time spent by these two individuals, their 

services to the Company are available through out any given week and at the same 

cost regardless of whether they spend 5,  10, 20, or 40 hours on utility business in a 

week. In my experience, it would be highly unlikely the Company could find a top 

executive will to work part-time, never-mind one-third time. And, if the Company 
6 213605.1 
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Q* 

A. 

Q. 

A. 

Q. 

A. 

were fortunate to find such a person, they would only be available when they were 

scheduled to work. These two individuals are available as the need arises 

regardless of when that need may arise. 

HOW DO YOU RESPOND TO MR. MYHLHOUSEN’S SURREBUUTAL 

TESTIMONY ON THE COSTS FOR THE SERVICES PROVIDED BY 

CWH2? 

Mr. Myhlhousen states that there “appears” to be a duplication of services. See 

Myhlhousen SB at 6. This is Mr. Myhlhousen’s opinion and is unsupported by the 

evidence. Mr. Hill has a contract which outlines the services he provides and which 

I have previously testified to. See CWH2 Services Contract, attached hereto as 

Rejoinder Exhibit No. 2. See also Bourassa RB at 10-1 1 .  

Mr. Myhlhousen also takes issue with the basis of the billing (based on 

number of connections). See Myhlhousen SB at 6. This is not sufficient to 

disallow the costs. YL Technology’s monthly charges to Goodman are also based 

on the number of connections, yet Mr. Myhlhousen does not take issue with the 

costs from YL Technology. 

IS MR. HILL’S COSTS SOLELY BASED ON THE NUMBER OF 

CONNECTIONS? 

No. The contract explicitly states that the cost is also based on a maximum of 5 

hours per month which can be carried over up to 12 months if unused. Any time 

spent above the 5 hours per month is billed at a rate of $75.00 per hour. In my 

experience, the billing rate is not out of line for the consulting services Mr. Hill 

provides. 

CAN YOU RESPOND TO MR. MYHLHOUSEN’S ASSERTION THAT THE 

INVOICES FROM MR. HILL ONLY STATE “TAKE READINGS AND 

CHECK SITES”? 

It is not clear to me why he believes these are the only services provided to the 

Company. Mr. Hill does provide some operation and maintenance services in 
a 213605.1 
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Q* 

A. 

Q. 

A. 

addition to consulting services per the contract. The “other” service costs are 

recorded in the materials and supplies account. During the test year approximately 

$13  18 was recorded in the materials and supplies account for “other” services 

provided by Mr. Hill. Under the CWH2 contract, approximately $9,674 was 

recorded in the outside services management account. The amounts associated with 

taking readings and checking sites to which Mr. Myhlhousen refers only amounts to 

$ 1 3  18. See Staff Surrebuttal 

Schedule CRM-12. 

MR. BOURASSA, THE $9,674 and the $1,518 TOTAL $11,192, NOT $11,916 

AS MR. MYHLHOUSEN PROPOSES TO REMOVE. CAN YOU EXPLAIN? 

My only explanation is that Mr. Myhlhousen incorrectly computed the total of the 

costs associated with CWH2 Services. Putting this aside, if the Commission was to 

determine that Mr. Hill’s services for the taking of readings and checking sites is a 

duplication of the services performed by YL Technology, the most the Commission 

should disallow is $13  18. 

HOW DO YOU RESPOND TO MR. MYHLHOUSEN’S ASSERTION ON 

PAGE 7 OF HIS SURREBUTTAL TESTIMONYTHAT EVEN YOU ADMIT 

Mr. Myhlhousen proposes to remove $1 1,9 16. 

THAT COMPANIES SHOULD BE EXAMINED ON A CASE-BY-CASE 

BASIS? 

Mr. Myhlhousen fails to see the point. That is, he did not provide any evidence, 

support, or computations to support his recommendations. He conveniently 

dismisses Staff‘s own analysis from the Sabrosa Water Company case on what 

reasonable costs. See Myhlhousen SB at 7. He also dismisses the comparisons 

with Valley Utilities and Chaparral City Water Company. Id. at 7. Yet, he has yet 

to offer any support for his position. In my opinion, the Company has met its 

burden, while Staff has not. 

8 213605.1 
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IV. 

Q* 

A. 

Q. 
A. 

table below summarizes the results. 

DCF Analysis 

Constant Growth (earnings growth) 

Constant Growth (sustainable growth) 

Two-Stage Growth Model 

Risk Premium Analysis 

Actual Returns 

Authorized Returns 

Comparable Earnings 

Actual Returns 

Authorized Returns 

Value Line Industry Composite (2006) 

Value Line Industry Composite (2007) 

Value Line Industry Composite (2009) 
9 

COST OF CAPITAL. 

A. Overview and Summary. 

PLEASE SUMMARIZE THE COMPANY’S REJOINDER POSITION 

REGARDING COST OF CAPITAL? 

The Company continues to recommend 10.5% as its cost of capital and rate of 

return on original cost rate base, which Goodman accepts as the fair value of its 

utility property for purposes of this rate case. The 10.5% rate of return is based on 

a capital structure consisting of 100% common equity. 

A return on equity of 10.5% is extremely conservative when the small size 

and the operational and business risks related to Goodman’s water operations are 

considered. 

HAVE YOU UPDATED YOUR COST OF CAPITAL SCHEDULES? 

Yes. I have updated my cost of capital analysis using more recent data. My 

updated schedules are attached to this testimony as rebuttal D schedules and the 

Range 

9.9% - 12.8% 

8.7% - 10.8% 

9.6% - 11.7% 

10.1% - 10.2% 

10.8% - 11.3% 

4.0% - 11.7% 

9.9% - 12.7% 

Midpoint 

11.4% 

9.8% 

10.7% 

10.2% 

11.1% 

7.9% 

11.3% 

9.5% 

10.5% 

11.5% 
213605.1 
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Q. 

A. 

Q. 

A. 

Based on these results, I continue to believe that 10.5% is a reasonable rate 

of return for Goodman, especially in light of the additional risk associated with an 

equity investment in Goodman. 

HOW DOES THE RETURN OF 10.5% YOU ARE RECOMMENDING 

COMPARE TO STAFF SURREBUTAL RECOMMENDATION? 

The rates of return on equity (“ROE’) recommended by Staff is 9.30%. This is 30 

basis points lower than Staff‘s recommendation in its direct filing. I continue to 

believe the rates of return recommended by Staff is simply too low given the 

Company’s extremely small size, limited revenue and cash flow, small customer 

base, lack of diversification, lack of liquidity, and other characteristics. 

B. 
PLEASE RESPOND TO THE TESTIMONY MR. IRVINE AT PAGE 3 OF 

SURREBUTTAL TESTIMONY REGARDING UNIQUE AND FIRM SIZE? 

I am a bit confused by Mr. Irvine’s testimony. Mr. Irvine testifies that unique risk 

can be diversified away by investors holding diversified portfolios. I have not 

testified in opposition to this view point. It is apparent Mr. Irvine is disregarding 

my Rebuttal Testimony on this subject. See Bourassa RB at 14-15. Mr. Irvine’s 

arguments assume that the market data for the large publicly traded water utility 

companies captures the risks for small water utilities like Goodman. That is, the 

publicly traded water utility sample group is directly comparable to Goodman. It is 

not. Therefore, I am not speaking of unique risks with respect to Goodman. 

Response to Staff’s Testimonv on Unique Risks. 

The risks associated with small size, lack of diversification, limited revenue 

and cash flow, small customer base, lack of liquidity, as well as regulatory and 

construction risk are comrnon to small water utilities. These risks are unique only 

in the sense that the large publicly traded water utilities do not possess these same 

levels of risk. As IC testified, investors would price the risks differently in the 

market. Id. 
10 213605 1 
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start 

Both Staff and I use a sample of publicly traded water utility companies as a 

ng point in our respective cost of equity analyses. However, unlike Mr. Irvine, 

who starts and ends that analysis, I recognize that the Goodman, like other small 

water utilities in Arizona, is not directly comparable. The problem is, we simply do 

not have market data for small water utilities to directly assess how an investor 

would price those risks. 

Firm size is not a unique risk as Mr. Irvine asserts. See Surrebuttal 

Testimony of Steven P. Irvine (“Irvine SB”) at 4. The size phenomenon is well 

documented in the financial literature. I have previously testified to studies by Dr. 

Zepp and the California Public Utilities Commission (“CPUC”). See Bourassa RB 

at 16 and 17. Small companies have very different returns than large ones and on 

average those returns have been higher. Ibbotson Associates’ widely used 

compilation of historical returns from 1926 to the present reinforces the evidence 

(See Stocks, Bonds, Bills and Inflation 2006 Year Book, Ibbotson Associates, 

Chicago, 2005). Ibbotson Associates’ well-known historical return series covering 

the period from 1926 to the present shows the average annual return of 12.3% is for 

large company stocks while returns for micro-cap, low-cap and mid-cap stocks are 

18.8%, 15.7%, and 14.2%, respectively, significantly higher than those for large 

company stocks. The size effect is particularly relevant for small utilities. Not only 

do these small utilities possess higher risks than their larger counterparts, they are 

subjected to a significant size effect, strongly suggesting that their cost of equity is 

higher. 

The view that small water utilities are not directly comparable to the large 

publicly traded water utilities does not violate any tenet of modern financial theory. 

Modern financial theory of investment behavior rests on the notion that the specific 

risk component not explained by the market can be diversified away by the 

investor. In the instant case, we are not talking about the specific risks to Goodman 

11 213605.1 
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A. 

Q. 

A. 

per se, but the market risk associated with small water utilities like Goodman which 

we unable to measure. 

PLEASE RESPOND TO MR. IRVINE’S COMMENTS ON PAGE 4 OF HIS 

SURREBUTTAL TESTIMONY THAT THE COMMISSION IS NOT 

BOUND BY DECISIONS, POLICIES, OR STAFF MEMORANDUMS OF 

THE CALIFORNIA PUBLIC UTILITIES COMMISSION. 

I never testified this Commission was bound by any action of the California Public 

Utilities Commission (“CPUC”). Once again, Mr. Irvine misses the point. My 

point in referencing the returns allowed by the CPUC for small utilities is four-fold. 

First, others, like the CPUC, recognize that large utility companies are not directly 

comparable to small ones and that there is no market data for small water utilities. 

Second, others, like the CPUC, recognize that there is a distinct difference between 

large and small utilities in terms of business and operational risks. Third, because 

the business and operational risks associated with small water utilities is higher, 

small water utilities require higher returns. And fourth, the CPUC guidelines 

provide for returns for small water utilities far in excess of the return I recommend 

in the instant case. Should this lead us to conclude that the regulatory risks 

associated with operating a utility in California are less than a utility operating in 

Arizona? 

PLEASE RESPOND TO MR. IRVINE’S REFERENCES TO THE ANNIE 

WONG STUDY ON THE FIRM SIZE EFFECT FOR WATER UTLITIES 

ON PAGE 5 OF HIS SURREBUTTAL TESTIMONY. 

Mr. Irvine has referred to this study before. Ms. Wong’s study and her conclusions 

have been disputed and called into question by Dr. Zepp’. Dr. Zepp concluded: 

1 

Economics and Finance, 578-582. 
Zepp, Thomas M. (2002, August). Utility Stocks and the size effect - revisited. The Quarterly Review of 

12 213605.1 
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Wong’s concluding remarks should be re-examined and placed into 
perspective. She noted that industrial betas tend to decrease with 
increases in firm size but the same relationship is not found in every 
eriod for utilities. Had longer time intervals been used to estimate 

letas, as was done in Table 1, she may have found the same inverse 
relationship between size and beta risk for utilities in other periods. 
She also concludes “there is some weak evidence that firm size is a 
missing factor from the CAPM for the industrial but not the utility 
stocks” (Wong, 1993, p. 98), but the weak evidence provides little 
support for a small firm effect existing or not existing in the in 
either the industrial or utility sector. Two other studies discussed 
here support a conclusion that smaller water utilities are more risky 
than larger ones. To the extent that water utilities are representative 
of all utilities, there is support for smaller utilities being more risky 
than larger ones. Id. at 582 

Regardless of whether one chooses to accept Ms. Wong’s conclusions, Ms. Wong’s 

study encompassed the utility industry which included both electric and gas utilities 

and did not focus on water utilities. Further, the average market value of the 

smallest utility portfolio in her study in 1993 was $62 million - 40 to 50 times 

larger than is Goodman. When I speak about the various risks associated with 

Goodman’s small size, limited revenue, limited customer growth and lack of 

liquidity, I am talking about risks which have not been priced by investors and are 

not reflected in any available market data. Ms. Wong’s study does not apply in the 

instant case. 

But consider that if Goodman has a well failure or a transmission main 

break, the impact on the Company is far more serious than if Aqua American or 

California Water Service experiences a similar problem. Indeed, Goodman’s 

earnings could be wiped out as available cash flow is diverted to repair or replace 

the well. For this reason, an investor would view an equity investment in Goodman 

much differently than an equity investment in the stock of a large publicly traded 

water utility, and would require a higher return on that investment. Otherwise, the 

investor would instead purchase Aqua America’s stock, which would have less risk 

while promising a greater return. 

13 213605.1 
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Q. 

A. 

C. Response to Staff’s Testimony on Comparisons to Actual and 

PLEASE RESPOND TO MR. IRVINE’S COMMENTS ON PAGE 6 AND 7 

OF HIS SURREBUTTAL TESTIMONY CONCERNING THE ROLE OF 

ACTUAL AND AUTHORIZED EARNINGS? 

Authorized Returns. 

It is appears from his testimony that Mr. Irvine doesn’t understand the basis for the 

comparable earnings method. As I previously discussed in my Direct Testimony, 

the comparable earnings approach is rooted in U.S. Supreme Court decisions, 

including Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 

(1944), and Bluefield Waterworks & Improvement Co. v. Public Service 

Commission of West Virginia, 262 U.S. 679 (1923). See Direct Testimony of 

Thomas Bourassa (“Bourassa DT”) at 24 and 30. 

Given these requirements, it would be myopic at best to simply ignore actual 

and authorized returns on equity. The goal is to authorize a return on equity that is 

equal to the return on investments with similar risk. Mr. Irvine is exclusively 

advocating that the results of his finance models should be used without regard to 

whether the results of those models are consistent with the actual and authorized 

earnings of the companies he has used to implement his finance models. I am not 

surprised. Mr. Irvine does not even acknowledge the criteria set forth by Hope and 

Bluefield anywhere in his testimony. The basis of his entire testimony is that 

expected returns may only be estimated with market based models such as the DCF 

and CAPM. This simply ignores reality. If a company has consistently earned 

returns on equity between 10% and 11% during the past 5 years, and is projected to 

continue to earn a return on equity within that range, why would an investor reject 

that information and, instead, choose to rely solely on a finance model? In fact, 

why would investment services such as Value Line and Standard & Poor’s publish 

historic information regarding a company’s earnings if expected returns can only be 

14 213605.1 
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Q. 

A. 

estimated by using finance models? They wouldn't have much of a market for their 

products. 

DO YOU AGREE WITH MR. IRVINE THAT INCREASES IN INTEREST 

RATES DO NOT NECESSARILY AFFECT THE COST OF CAPITAL? 

No. Equity costs move in the same direction as interest rates. Mr. Irvine would 

agree. See Irvine DT at 7 and 9. Staff's models do not bear this out. I have 

prepared the table below, which shows the comparison of the key cost of capital 

determinants and Staff's cost of equity results since 2003. 

COMPARISON OF KEY COST OF CAPITAL 
DETERMINANTS AND STAFF COST OF EQUITY MODEL RESULTS 

Testimony 
Date 

7/8/03 

9/5/03 

10/3 1/03 

3/11/04 

5/6/04 

3/22/05 

4/18/05 

5/5/05 

5/25/05 

1/16/06 

Arizona Water 
Utility 

Arizona. Water 

Arizona- 
American 

Arizona- 
American 

Rio Rico Utilities 

Rio Rico Utilities 

Chap. City Water 

Arizona. Water 

Chap. City Water 

Arizona. Water 

Aizona- 
American 

Average Beta2 

0.59 

0.59 

0.60 

0.62 

0.63 

0.68 

0.68 

0.68 

0.68 

0.7 1 

Risk-Fsee 
Rate 

3.3% 

3.3% 

3.6% 

3.5% 

3.9% 

4.0% 

4.5% 

4.0% 

4.0% 

4.6% 

staff  ROE^ 

9.2% 

9.2% 

8.5% 

8.1% 

8.6% 

8.9% 

9.1% 

9.3% 

9.1% 

9.8% 

The average Value Line beta of the six publicly traded water utilities in Staff's sample group used in Staff's 

Average of 10,7 and 5-year Treasury notes used in Staff's CAPM in each case. 
The result produced by Staff's DCF and CAPM models in each case, unadjusted for risk. 

$X'M. The sample group is the same in each case. 
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Testimony Arizona Water 
Date Utility 

3/6/06 Arizona- 
American 

411 1/06 Far West Water 

611 3/06 Black Mountain 
Sewer 

6/16/06 Gold Canyon 
Sewer 

01/12/07 Goodman Water 
Company 

Average Beta2 

0.74 

0.74 

0.74 

0.74 

0.82 

Risk-Fgee Staff  ROE^ 
Rate 

4.5% 9.5% 

4.6% 9.2% 

5.1% 9.6% 

5.1% 9.2% 

4.7% 9.3% 

As the table shows, interest rates have risen significantly since mid-2003. Staff's 

estimate of the risk free rate has risen by 140 basis points. Yet, Staff's 

recommended cost of equity is exactly the same as the ROE produced by Staff's 

models (using the same approaches and the same sample water utilities) in the 

Arizona Water and Arizona American rate cases in 2003. A closer look at the data 

for Arizona-American in 2003 and Rio Rico Utilities in 2004 show that the cost of 

equity produced by Staff DCF and CAPM models actually fell while the interest 

rates were rising. 

What is also disturbing, as the table shows, beta has also increased 

significantly since 2003, increasing from .59 in 2003 to .82 in the instant case. Beta 

is a measure of a stock's riskiness relative to the market as a whole. Mr. Irvine 

would agree that as risk increases, so does the cost of equity. See Irvine DT at 9. 

While I have problems with the CAPM and the beta used by both Staff, beta itself 

is valid measure of the relative riskiness of a stock, a higher beta means more risk. 
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A. 

Q. 

A. 

WHAT DOES THE DATA IN THE TABLE ABOVE SHOW? 

Although both interest rates and the average beta of Staff's sample group have 

increased substantially since 2003, Staff's DCF and CAPM models ignore the 

increased risk. Increases in both beta risk and interest rates since 2003 indicate the 

cost of equity is much higher today. As both interest rates and beta risk increase, so 

should the cost of equity. Yet, Staff's finance models suggest otherwise. I can only 

conclude there is something seriously wrong with Staff's models. 

IS THE AVERAGE BETA AND THE RISK FREE RATE THE ONLY 

DETERMINANTS OF THE COST OF EQUITY AND WHY HAVE YOU 

NOT SHOWN OTHERS? 

No. There are numerous components of and calculations required to implement 

the DCF and CAPM models. But, unlike the risk free rate and beta, which are 

objective, the other determinants of the cost of capital are subjective. 

PLEASE EXPLAIN. 

Beta and the risk free rates are objectively determined from publicly available 

information. The risk free rates are published by the Federal Reserve. Betas are 

published by Value Line. Wherever a subjective determination is required, 

however, Staff chooses the approach that result in the lowest ROE. For example, 

when computing the current market risk premium for Staff's current market risk 

premium CAPM, Staff uses median values for the dividend yield and price 

appreciation potential which significantly understates the cost of equity. See 

Bourassa RB at 33-34. 

D. 

PLEASE COMMENT ON MR. IRIVINE'S TESTIMONY AND PAGE 8 OF 

HIS SURREBUTTAL THAT HISTORICAL GROWTH RATES ARE LESS 

SUBJECTIVE BECAUSE THEY ARE BASED ON CALCULATIONS? 

Mr. Irvine's assertion that historical growth rates are less subjective because they 

are based on calculations is puzzling. A calculation of historical growth rates are 

Response to Staff's Testimony on the Use of Analyst Forecasts. 
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Q* 

A. 

Q* 
A. 

what they are. The point is, when estimating investor expectations using those 

growth rates in a prospective model is subiective and provides no more a balanced 

approach than using only analyst expectations. I have already testified to the 

reasons why I chose to use analyst expectations and the superiority of the use of 

analyst expectations in estimating the cost of equity and will not repeat them here. 

See Bourassa RB at 25-28. 

CAN YOU COMMENT ON MR. IRVINE' SURREBUTTAL TESTIMONY 

CONCERNING YOUR EXCLUSION OF HISTORICAL DPS AND EPS 

GROWTH RATES FROM THE DCF MODEL? 

Mr. Irvine defends the use of historical DPS and EPS growth rates asserting that 

this provides a balanced and reasonable outcome, which is supposedly Staff's 

objective. See Irvine SB at 9. Mr. Irvine goes on to testify that if the low growth 

rates were to be excluded from Staff's growth estimate then it would also be 

appropriate to exclude the highest growth estimates. Id. The difference is that 

there is a sound basis for excluding the historical growth rates, but not the projected 

growth rates. As I previously testified, the indicated costs of equity using historical 

DPS growth estimates are at or below the cost of debt. See Bourassa DT at 38. In 

addition, in estimating future growth, financial institutions and analysts have taken 

into account all relevant historical information on a company as well as other more 

recent information. These were the reasons why I excluded the historical growth 

rates from my analysis. See Bourassa DT at 37 and Bourassa RB at 24. 

The highest growth rates by either Staff or Goodman actually produce 

results within the ranges of my risk premium approaches and my comparable 

earnings approaches. Thus, there is no reason to exclude them. 

PLEASE EXPLAIN. 

In Rejoinder Schedule D-4.5, the highest projected average EPS growth estimates 

are from Value Line at 9.8 percent. The average dividend yield of the water 

utilities sample is 2.7 percent. The indicated cost of equity wing the constant 
18 213605.1 
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growth DCF model is 11.7 percent. Looking at it from Staff's perspective, Staff's 

highest growth rates are 7.9% and 8.4% for projected EPS growth and projected 

sustainable growth, respectively. The average of these two is 8.2 percent. Staff's 

average dividend yield is 2.8 percent. The indicated cost of equity using the 

constant growth DCF model is 1 1 .O%. 

I have also shown that the average total market returns for the water utilities 

sample during the past 5 years have been 14.2 percent (14.3 percent compounded). 

See Bourassa RB at 20. In addition, I have shown that a market based bond risk 

premium based on the water utility sample and the current yield on long-term 

government bonds indicates a cost of equity of over 17 percent. Historically 

investors have received returns far greater than Staff's recommend 9.3 percent and 

far greater than my recommendation for Goodman of 10.5%. As the evidence 

shows, the highest growth rates should not be excluded because there is no rational 

basis to do so. 

DOES MR.IRVINE CRITICIZE YOUR COMPUTATION OF THE 14.2 

PERCENT TOTAL MARKET RETURNS? 

Yes, Mr. Irvine finds the computation of the number unclear. See Irvine SB at 7. 

The basis for the average 5 year total market returns is based on Value Line data 

published on October 27, 2006 and the 14.2 percent is a simple average. These 

reports are attached hereto as Rejoinder Exhibit No. 3. Putting this aside, 

Mr. Irvine then criticizes the 14.2 percent because it doesn't recognize 

compounding and the compounded growth would be much lower. Id. But, in fact, 

the average and the compound returns in the instant case happen to be nearly 

identical. 

E. 
PLEASE COMMENT ON MR. IRVINE'S TESTIMONY THAT STAFF 

DOES NOT EXCLUDE INPUTS BECAUSE THEY ARE AT OR BELOW A 

Response to Staff's Testimony on the Staff's Inputs. 
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A. 

Q. 

A. 

Q* 

A. 

SELECTED BENCHMARK AND ARE VIEWED AS TOO HIGH OR TOO 

LOW? 

Mr. Irvine’s comments reinforce my point that Staff does not provide for a reality 

check on the results of their models. See Bourassa Rl3 at 21-22. Mr. Irvine 

mechanically applies his finance models and accepts the results without applying 

any critical analysis. 

F. 

IS IT INCORRECT TO CONCLUDE THAT CHANGES IN STAFF’S 

CURRENT MRP OVER TIME SIGNIFY INSTABILITY IN STAFF’S 

METHOD FOR DETERMINING THE MRP AS MR. IRIVE ASSERTS ON 

PAGE 10 OF HIS SURREBUTTAL TESTIMONY? 

Yes. Staff‘s current MRP methodology is very unstable. The fact that the current 

MRP is a reflection of changes in the market does not change that fact. 

Statistically, it is better to use estimates based on period-by-period time-series of 

data rather than a point-in-time estimate. Time-series estimate are less vulnerable 

to the vagaries of any one particular capital market en~ironment.~ 

HAVE YOU PREPARED DATA TO FURTHER ILLUSTRATE THE 

VOLATILITY OF STAFF’S “CURRENT” MRP CALCULATION? 

Yes. I have prepared the table that shows the key determinants of Staff‘s current 

MRP calculation and the resulting MRP for selected dates from December 2005 to 

December 2006: 

Response to Staff’s Testimony on the CAPM. 

Date Long- Value Line Value Line Current Indicated 
Term Dividend Appreciation MRP cost of 

Yield Potential equity 

12/22/2005 4.63% 1.6% 40% 5.75 % 8.9% 

01/24/2006 4.63% 1 .6% 35 % 4.76% 8.2% 

2/24/2006 4.52% 1.6% 35% 4.87% 8.1% 

Treasury 
Rate 

’ Roger A. Morin. New Regulatory Finance. 2006. Public Utility Reports, Inc. p. 131. 
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Date Low- Value Line Value Line Current Indicated 
Term Dividend Appreciation MRP cost of 

Treasury Yield Potential equity 

03/24/2006 4.70% 1.6% 35% 4.69% 8.2% 

04/24/2006 5.10% 1.6% 40% 5.28% 9.0% 

50% 7.20% 10.5% 06/16/2006 5.17% 1.7% 

The data show Staff‘s current MRP has varied over 250 basis points in this short 

time period, dropping from 5.75% in December to 4.76% in January, then dropping 

further to 4.69% in March, before increasing over 250 basis points to 7.20% in 

June. Obviously, this volatility raises serious questions about the use of the cost of 

equity estimate produced with this input. In the instant case, and in just the few 

months between Staff‘s Direct and Surrebuttal filings, the current MRP has 

decreased by 110 basis points and the indicated cost of equity has decreased by 90 

basis points. What will the MRP be at the time Goodman’s rates will go into effect 

using Staff’s formula? 

Irrespective of whether Staff intentionally or unintentionally selects the dates 

upon which it determines the current MRP and computes a CAPM COE, the fact is 

the method is very unstable and a more stable method should be employed. The 

Q* 

A. 

current cost of equity for purposes of setting rates should be the cost of equity 

expected when Goodman’s new rates will be in effect, not at a single point in time. 

DO YOU AGREE WITH MR. IRVINE THAT THE MEDIAN VALUES FOR 

THE DIVIDEND YIELD AND THE PRICE APPRECIATION POTENTIAL 

ARE MORE APPROPRIATE BECAUSE THEY ARE MORE ACCESSIBLE 

TO INVESTORS? 

No. Value Line publishes the projected EPS and DPS growth rates for the water 

utility sample companies and these are readily available to investors. Yet, Staff 

makes a calculation of its own rather than use the published growth rates. 

Interestingly, and as I pointed out in my Rebuttal Testimony, the published rates 
21 213605.1 
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V. 

Q* 

A. 

Q. 

A. 

produce projected DPS and EPS growth rates significantly higher than Staff‘s 

computed growth rates. See Bourassa RB at 32. Clearly, Mr. Irvine has made 

choices in the selection of inputs which are not premised on whether the inputs are 

readily available to investors. Putting this aside, Mr. Irvine’s choices ultimately 

skew his results downward. See Bourassa RB at 34. 

DO YOU AGREE WITH MR. IRVINE THAT THE SELECTION OF THE 

MEDIANS RATHER THAN THE AVERAGE IS NOT MEANT TO 

REDUCE STAFF’S COE ESTIMATION BECAUSE ONE CANNOT KNOW 

IN ADVANCE WHETHER A RANDOM SET OF DATA WILL HAVE A 

HIGHER MEDIAN OR AVERAGE? 

No. Mr. Irvine has admitted that he never computed the averages to see what 

differences between the two sets of values were. Yet, he concludes without any 

evident basis that his choice is fair and reasonable. See Bourassa RB at 34. 

RATE DESIGN. 

PLEASE SUMMARIZE THE POSITIONS OF THE PARTIES WITH 

RESPECT TO THE RATE DESIGN. 

The primary difference between Staff and the Company’s rate design is that Staff is 

recommending a three tier design for the 5/8 inch and %i inch metered customers 

and two-tier designs for the larger meters. Each size meter larger than 5/8 inch 

meter have distinct two-tier design whereas the Company has proposed three tier 

designs for all meter sizes and has only two separate tier structures - one for the %i 

inch and smaller meters and one for the 1 inch and larger meters. 

Both Staff and the Company’s monthly minimums are scaled on the 5/8 inch 

meter. 

DOES THE COMPANY RECOMMEND ANY CHANGES AT THIS TIME 

TO ITS RATE DESIGN? 

NO. 

22 213605.1 
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Attached to this Rejoinder as Exhibit No. 4 are the Company’s revised Rejoinder 

Schedules A-1 through H-4. 

WHAT ARE THE COMPANY’S RE JOINDER PROPOSED RATES? 

The rejoinder proposed rates for customers with a water meter size of 

Meter Monthly Gallons included - Size Minimum in Monthly Minimum 

518 

314 

1 

1 %  

2 

3 

4 

6 

$ 44.87 

$ 67.31 

$ 112.19 

$ 224.37 

$ 358.99 

$ 673.11 

$1,121.85 

$2,243.70 

The commodity charges and tiers by meter size are: 

Meter Charge - Size Tier (gallons) per 1,000 pallons 

% and 3/4 Inch 1 to 4,000 $5.02 

4,001 to 10,000 $6.72 

Over 10,000 $7.72 

1 Inch and larger 1 to 10,000 $5.02 

10,001 to 25,000 $6.72 

Over 25,000 $7.72 

The proposed construction meter and standpipe rate is $7.72 per 1,000 

gallons with no minimum monthly charge. 
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DOES STAFF AGREE TO THE COMPANY'S PROPOSED CHANGES TO 

ITS OTHER RATES AND CHARGES? 

Yes, except for the late charge. The Company recommends a $10.00 late charge 

while Staff recommends a late charge of 1.5% per month. See Myhlhousen RB at 

9. The Company proposes a compromise of 1.5% per month or $5.00 which ever 

is greater. As I previously testified, a late charge should encourage prompt and 

timely payment of customer bills. A late fee of 1.5% on a $50.00 unpaid bill 

amounts to 75 cents and hardly encourages prompt payment. 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 

RESPECTFULLY SUBMITTED this 22nd day of January, 2007. 

LEWIS AND ROCA 

(520) 629-4459 
Lewis and Roca, LLP 
One South Church Avenue, Suite 700 
Tucson, Arizona 85701-161 1 
Attorneys for Goodman Water Company 
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ORIGINAL AND thirteen (1 3) copies 
of the foregoing delivered VIA DHL 
this 22nd day of January, 2007: 

Arizona Corporation Commission 
Utilities Division - Docket Control 
1200 West Washington Street 
Phoenix, Arizona 85007 

COPY of the foregoing delivered VIA 
U.S. MAIL this 22nd day of January, 2007 

Goodman Water Company 
6340 North Campbell Avenue, Suite 278 
Tucson, AZ 85718 

Christopher Kempley, Chief Counsel 
Legal Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, A2  85007 

Ernest Johnson, Director 
Utilities Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, A2  85007 

Interveners 
Graciela Peschard-Abkin 
39705 S. Mountain Shadow Drive 
Tucson, AZ 85739 

Patricia Friedrich 
PO Box 8 165 
Tucson, AZ 85738 

Dean and Raynelle Duhl 
60895 Rock Ledge Loop 
Tucson, AZ 85739 
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Interveners Continued 

Heather Robinson 
60368 E. Loose Reins PI. 
Tucson, AZ 85739 

Stewart Wallace 
60901 East Rock Ledge Loop 
Tucson, AZ 85739 

Lawrence Wawrzyniak 
39485 S. Mountain Shadow Drive 
Tucson, AZ 85739 

Louis and Pauline Gurrieri 
39261 S. Mountain Shadow Drive 
Tucson, AZ 85739 

Joy Vincent 
39460 S. Mountain Shadow Drive 
Tucson, AZ 85739 

Michael D. Oaks 
39443 S. Cinch Strap Place 
Tucson, AZ 85739 

John H. Reese 
39436 S. Mountain Shadow Drive 
Tucson, AZ 85739 

Ellen Kirton 
39327 S. Mountain Shadow Drive 
Tucson, AZ 85739 

Kevin Hernandez 
ntain Shadow Drive 
5739 

By: 

43&retary to Michael F. McNulty 
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45.7% 
2116.4 
2995.1 

WATER UTILITY INDUSTRY 

48.8% 50.7% 49.5% 50.0% 50.0% Common Equity Ratio 50.0% 
2449.1 2785.6 3057.5 3300 3800 Total Capital ($mill) 4565 
3405.6 3836.9 4194.7 4475 4750 Net Plant ($mill) 5650 

1416 

11.1% 
4.0% 
64% 
21.6 
1.18 

3.0% 

Despite better regulatory backing, most of the 
water utility companies covered in the next few 
pages have continued to struggle in recent 
months. Unseasonably wet weather conditions 
and escalating infrastructure costs remain at the 
heart of the problem, pressuring margins and 
limiting bottom-line growth. As a result, these 
perennial market laggards continue to rank at the 
bottom of the Value Line investment universe for 
Timeliness. Although we suspect that more- 
normal weather conditions will eventually re- 
sume, the growing need for infrastructure renova- 
tions remains a major concern going forward. 
Higher spending poses a threat to the industry's 
long-term prospects, especially given the capital 
constraints that most companies are facing. As a 
result, none of the issues in this industry hold 
worthwhile 3- to 5-year appreciation potential at 
this time. Meanwhile, dividend yields have lost 
some appeal, as well. 

Regulatory Landscape 

Regulatory authorities, designed to keep a balance of 
power between consumers and providers, have long been 
a nemesis to water utility companies. Rate case deci- 
sions have been unfavorable and untimely, sometimes 
taking as long as two years to complete. However, the 
tide appears to have turned more recently, particularly 
in  California, where a few of the utilities in this Survey 
generate a fair portion of their revenues. The California 
Public Utilities Commission, for example, behind the 
efforts of Governor Schwarzenegger, has been handing 
down more-favorable and timely decisions. He has re- 
placed members thought to be adversaries of rate relief 
with more-lenient constituents. The changes provide a 
healthy backdrop for utility companies tha t  request a 
step-up in rates each year. 

Drowning In Expenses 

Although regulators appear to be more business- 
friendly with case decisions, they are becoming increas- 
ingly more stringent with infrastructure demands. 
Many of the current infrastructures a re  more than  100 
years old, and in need of serious upkeep and even 
complete renovation in some cases. Meanwhile, the 
Environmental Protection Agency (EPA) continues to 
increase its water purification standards, given the 

8.8% 9.0% 9.8% 9.5% 10.5% Return on Coin Equity 11.5% 
2.7% 3.1% 3.7% 4.0% 4.5% Retained toCom Eq 5.0% 
70% 66% 62% 60% 55% All Div'ds to Net Prof 55% 
25.6 25.4 29.4 Avg Ann'l PIE Ratio 18.0 
1.46 1.34 1.57 1.20 

2.7% 2.6% 2.1% 2.5% 

Composite Statistics: Water Utility Industry 

39.0% 
1.0% 

6.9% I 5.9% I 6.0% I 6.3% I 7.5% I 8.0% I Return on Total Cap'l I 9.0% 
11.1% I 8.8% I 9,0% I 9.8% I 9.5% I 10.5% I Return on Shr. Equity I 11.5% 

- 
?li 

In 
51 

I INDUSTRY TIMELINESS: 96 (of 97) I 
geopolitical volatility worldwide and the threat of bio- 
terrorist actions on U.S. water systems. In all, infra- 
structure repair costs are expected to climb into the 
hundreds of millions of dollars over the next two de- 
cades. However, these increasing costs will make i t  very 
difficult for water utility companies to maintain the 
earnings momentum that we the expect the improved 
regulatory landscape to produce this year out to late 
decade. 

Opportunity??? 

With limited resources to fund rising capital expendi- 
tures, many smaller companies in this industry are 
being forced to shop their businesses, presenting a n  
opportunity for larger suitors with the resources to foot 
the bill. No company exemplifies this better than  Aqua 
America, the largest water utility in our Survey. I t  has  
made well over 100 acquisitions in the past five years, 
using the aforementioned weakness of smaller players to 
improve their operations and  increase their presence. I t  
has  drastically increased its customer base and clearly 
improved its longer-term prospects, and therefore holds 
the best 3- to 5-year appreciation potential of all the 
stocks in this industry. We expect tha t  the consolidation 
trend will continue as water standards continue to 
climb. 

Investment Advice 

This is not a n  industry tha t  most investors will want  
to emphasize. Not one of the stocks here stand out for 
Timeliness or 3- to 5-year appreciation potential. Mak- 
ing matters worse, higher interest rates have increased 
the income-producing appeal of alternative investments, 
making the yields found in this industry modestly at- 
tractive at best, Thus, most will want to avoid this 
untimely industry for now. However, California Water is 
ranked 2 for Safety. This, along with its historically 
steady s t ream of income, may appeal to more- 
conservative investors. As always, though, we recom- 
mend tha t  investors study the individual reports of each 
company in the next few pages before making any  
financial commitments. 

Andre J. Costanza 

Water Utility 
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,108 .lo8 .115 

.19 I .19 I .20 I .21 I .21 I .22 

.76 I .54 I .60 I .47 I .46 I .52 

- -  - 
(C) In millions, adjusted for stock splits. Corn an '8 Financial Strength e+ 

Price Growth Persistence 95 
Stoccs h a  stability 85 

2.10 I 2.07 I 2.09 I 2.29 I 2.41 I 2.46 

.76 
7.7% 

40.64 I 41.42 I 51.20 I 59.40 I 59.77 I 63.74 
10.2 I 10.8 I 12.5 1 14.4 I 13.5 I 12.0 

.69 .76 .85 .89 .80 
7.2% 6.8% 5.9% 6.0% 6.2% 

80.0 
39.4% 
2.9% 

50.0% 

LT interest earned 5.2~; total interest coverage: 
!.EX) (51% of Cap'l) 

91.2 90 110 Net Profit htnllli 1 70 
38.4% 39.0% 39.0% IncomeTax Rate 39.0% 
2.6% 2.5% 26% AFUDC % toNet Profit 2.9% 

52.0% 51.5% 51.5% Long-Term Debt Ratio 51.5% 
'ension Assets-12/05 $1 17.7 mill. 

Vd Stock None 
:ommon Stock 131,396,751 shares 
IS of 7/26/06 

Oblig. $179.7 mill. 

75% 

MARKET CAP $3.1 billion (Mid Cap) 
XJRRENT POSITION 2004 2005 6/30/06 

13.1 11.9 9.3 
($MILL) 

>ash Assets 
3eceivables 64.5 62.7 67.9 
nventory (AvgCst) 6.9 7.8 8.5 
3ther 5.6 7.6 20.2 
Xrrent Assets - 90.1 - 90.0 - 105.9 
kcts  Payable 23.5 55.5 40.2 
Iebt Due 135.3 163.1 152.9 

58.6 44.7 47.5 3ther 
>urrent Liab. 217.4 263.3 240.6 
Fix.Chg.Cov. 364% 377% 280% 
4NNUAL RATES Past Past Est'd '03-'05 
)t change (per sh) 10 Yrs. 5 Yrs. to 'W11 
?evenues 7.0% 8.0% 11.0% 
Cash Flow" 9.5% 9.5% 10.0% 

Dividends 6.0% 6.5% 12.0% 
Book Value 9.5% 11.0% 7.0% 

--- 

Earnings 9.0% 8.5% 12.0% 

70% 64% 65% 60% 59% 59% 59% 

Cal- 
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2005 
2006 
2007 
Cal- 

2003 
2004 
2005 
2006 
2007 
Cal- 

2002 
2003 
2004 
2005 
2006 
4) Prin 
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endar 

- 
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- 
endar 
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QUARTERLY REVENUES ($ mill.) 
Mar.31 Jun.30 Sep.30 Dec.31 
80.5 83.4 102.1 101.2 
99.8 106.5 120.3 115.4 

114.0 123.1 136.8 122.9 
117.9 131.7 145 140.4 
140 750 165 155 

EARNINGS PER SHARE A 
Mar.31 Jun.30 Sep.30 Dec.31 

.11 .14 .18 .14 

.13 .14 .20 .17 

.15 .17 .22 .17 ~~ 

.13 .17 .22 .18 

.17 .20 .25 .23 
QUARTERLY DIVIDENDS PAID @ m 

Mar.31 JunBO Sep.30 Dec.31 
.08 .08 .08 .OM 
,084 ,084 ,084 .09 
.09 .09 .09 .098 
,098 ,098 .098 ,108 

- 
Full 
Year 

367.2 
442.0 
496.8 
535 
610 
Full 
Year 

.57 

.&I 

.71 
-70 
.85 

Full 
Year 

.32 

.34 

.37 

.40 

- 

- 

- 

- 
- 

.23 1 .24 I .26 I .27 I .28 I .30 I .32 I .35 

.48 I .58 I .82 I .90 I 1.16 I 1.09 I 1.20 I 1.32 
2.69 I 2.84 I 3.21 I 3.42 I 3.85 I 4.15 I 4,36 I 5.34 

65.75 I 67.47 I 72.20 I 106.80 I 111.82 1113.97 1113.19 1123.45 
15.6 I 17.8 I 22.5 I 21.2 I 18.2 I 23.6 I 23.6 I 24.5 
.98 I 1.03 I 1.17 I 1.21 I 1.18 I 1.21 I 1.29 I 1.40 

4.9% I 3.9% I 2.9% I 3.0% I 3.3% I 2.5% I 2.5% 1 2.5% 

122.5 I 136.2 I 151.0 I 257.3 I 275.5 I 307.3 I 322.0 1 367.2 
19.8 I 23.2 I 28.8 I 45.0 I 50.7 I 58.5 1 62.7 I 67.3 

41.4% I 40.6% 1 40.5% 1 38.4% I 38.9% I 39.3% I 38.5% I 39.3% . . - - - - . - - . . . . - . . 
54.1% I 54.4% I 52.7% I 52.9% I 52.0% I 52.2% I 51.2% I 51.4% 

1.09 I 1.21 I 125 I 1.40 1"Cesh Flak per sh I 1.95 
641 701 . 8 5 i T ; s h A  1:; 

1.54 1.84 1.90 2.15 Cap'lSpndingper sh 260 
5.89 6.30 6.60 ZOO BwkValuepersh 6.91) 

127.18 128.97 130.00 131.00 Common Shs Outst'g 134.00 
25.1 31.8 sddng mere Avg Ann7 /E Ratio 23.0 

.50 Div'd Decl'd per oh Bm 

1.33 1.70 Line Relative P/E Ratio 1.55 
2.3% I 1.8% I =qteS IAvg Ann1 Div'dYidd I 2.4% 
442.0 I 496.8 I 535 I 610 IRevenues &mill) I 675 

50.0% I 48.0% I 48.5% I 48.5% ICommon Equity Ratio I 48.5% 
1497.3 I 1690.4 I 1770 I 1905 !Total CaDital ($mill) I 2450 
2069.8 I 2280.0 I 2410 I 2545 /Net Plait (fm'il) ' I 3010 

6.7% I 6.9% I 6.5% I 7.0% ]Return on Total Cap'l I 6.5% 
10.7% I 11.2% 10.5% 1 12.0% \RetumonShr.EauitV I 14.5% 
10.7% I 11.2% I 10.5% I 12.0% lReturnonComEqu& I 14.5% 
4.6% I 4.9% I 3.0% I 5.0% ]Retained to Com Eq I 6.0% 
57% I 56% I 66% I 60% lAllDiv'dstoNet Prof I 56% 

others. Water supply revenues '05: residential, 59%; cwnmercial, 
15%; industrial & other, 26%. Officers and directors own 1.2% of 
the common stock (4/06 Proxy). Chainnan & Chief Executive Of- 
ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address: 
762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel- 
eDhone: 61 0-525-1400. Internet: www.aauaamerica.com. 

Aqua America's third-quarter pros- 
pects have  worsened due t o  poor  
weather conditions. The company 
reported that an increased number of days 
with rainfall, in several of Aqua's regions, 
likely hurt profitability in the third 
quarter. Management stated that the Mid- 
west (parts of Illinois and Ohio) was hit 
especially hard; the number of rainy days 
there increased 33% during the September 
interim. We have, accordingly, reduced our 
third-quarter share-earnings estimate by 
$0.03, and our 2006 estimate by $0.05. 
A string of recent acquisitions should 
help fuel earnings growth in 2007. The 
water utilities giant recently announced 
that it has closed five acquisitions so far 
this year. New York Water Service, one of 
these purchases, cost the compan roughly 
$50 million and should enhance ua's to- 
tal customer count by 135,000 ?5%), or 
about $0.02 a share in annual earnings 
contributions. New York has become the 
company's seventh-largest state as a re- 
sult of the deal. Another recent purchase, 
Bregande Excavating, should help expand 
Aqua's wastewater presence in south- 
eastern Pennsylvania. The highly frag- 

mented nature of the water i n d u s t s a c i F  
tates industry consolidation by big players 
like Aqua. The company seems to be 
making ood progress on this front in 
2006, a n i  should start t o  see returns by 
early 2007. 
Growin% infrastructure  needs ought 
to help oost top-line growth over the 
coming years. Based on a recent report 
by the EPA. basic infrastructure needs of 
public water-supply systems in the United 
States are estimated to be about $280 bil- 
lion over the next two decades. This figure 
is 60% higher than the administration's 
previous tally. Higher capital spending al- 
lows water utilities like Aqua to justify 
higher rate requests. In the long run, the 
steady revenue associated with increased 
rate relief more than offsets near-term 
capital spending. That said, earnings 
growth in the short run will likely be pres- 
sured by the heavy spending. 
These shares are ranked Lowest  (5) 
for  year-ahead relative performance. 
Moreover, total return potential for the 
years out to  2009-2011 seems limited 

Sraneeth Satish October 27. 2006 
iven the stocks current quotation. 
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Price Gain Return 

Target Price Range 
2009 I 2010 12011 

High: 14.0 16.1 17.1 19.5 26.5 25.3 26.4 29.0 29.0 26.8 34.6 43.8 

LEGENDS 
Low: 10.5 12.5 13.5 14.1 14.8 16.7 19.0 20.3 21.6 20.8 24.3 30.3 

- 125 x Dividends sh 

18.4% 
328.2 
449.6 
6.6% 

loBuy 0 0 0 1 0 0 0 0 0  
DpUons 0 0 0 0 0 5 3 0 2  
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51.9% 44.7% 48.0% 48.0% 52.3% 49.6% 49.0% 49.0% CoGmonEquity Ratio 48.0% 

6.4% 6.1% 6.5% 4.6% 5.2% 5.4% 6.0% 6.5% Returnon Total Cap’l 6.5% 

371.1 447.6 444.4 442.3 480.4 532.5 590 660 TotalCapital ($mill) 850 
509.1 539.8 563.3 602.3 664.2 713.2 765 810 Net Plant($mill) 950 

42w5 1Qzoo6 
48 51 

10.0% 
10.1% 
2.9% 

10.2 

9.2% 10.1% 9.5% 5.6% 6.6% 8.5% 9.0% 9.5% RetumonShr.Equity 10.0% 
9.3% 10.1% 9.5% 5.6% 6.6% 8.5% 9.0% 9.5% ReturnonComEquity 10.0% 
3.0% 3.6% 3.3% NMF 1.0% 2.8% 3.5% 4.0% RetainedtoCom Ea 5.0% 

1.03 

- .  

1 .: 1 .81 
1.90 2.43 2.19 
9.95 10.07 10.29 

11.71 11.77 11.77 
13.4 12.8 11.6 

.78 

Cam an ’s Financial Strength &c 
(C) In millions, adjusted for splits. Stocks $rice Stablllty 80 

Price Growth Peralstence 80 
Earninas Predictabllitv 

7.5% I 7.0% I 6.3% 5.3% I 6.6% I 6.7% 
CAPITAL STRUCTURE as of 6/30/06 
rota1 Debt $296.8 mill. Due in 5 Yrs $30.0 mill. 
LT Debt $268.2 mill. LT Interest $20.0 mill. 
:LT inter& earned: 4.4xrtotal 
:overage: 4.1 x) 

Leases, Uncapitalized: None 
Pension Assels-12/05 $56.6 mill. 
3blig. $83.2 mill. 
Ptd Stock None. 

zommon Stock 16,981,858 shs. 
MARKET CAP $700 million (Small Cad 

(49% of Cap’l) 

Pfd Div’d None. 

., 
2URRENT POSITION 2004 2005 6/30/06 

:ash Assets 4.3 13.0 9.4 
($MILL.) 

Receivables 14.3 13.3 13.2 
lnventoly (Avg Cst) 1.5 1.4 1.6 
l h e r  32.9 41.2 44.5 
3trrentAssets - 53.0 - 68.9 - 68.7 
4ccts Payable 18.2 19.7 20.9 
3ebt Due 45.9 27.6 28.6 
l h e r  22.2 30.3 27.2 
:wren1 Liab. - 86.3 - 77.6 - 76.7 
Fix. Chg. Cov. 246% 325% 335% 
4NNUAL RATES Past Past Est’d ’W05 
ifchange(persh) 1OYrs. 5Yrs. to’W’11 
Sevenues 3.0% 3.0% 4.5% 
‘Cash Flow” 3.0% 1.5% 7.5% 
Earnings - -  -2.5% 10.5% 
hidends 1.0% 1.0% 1.5% 
300k Value 4.0% 4.5% 5.0% 

Cal- 

2003 
2004 
2005 
2006 
2007 
Cal- 

2003 
2004 
2005 
2006 

pndar 

- 
pndar 

QUARTERLY REVENUES ($ mill,) 
Mar.31 Jun. 30 Sep. 30 Dec. 31 
46.7 51.8 63.7 50.5 
46.7 59.3 69.0 53.0 
49.8 60.5 68.1 57.8 
60.6 62.1 75.0 62.3 
63.0 70.0 80.0 67.0 

EARNINGS PER SHARE A 
Mar.31 Jun. 30 Sep. 30 Dec. 31 

.20 .I9 .51 d.12 

.08 .30 .52 .15 

.22 .34 .47 -29 

.35 .30 33 .32 
2007 I .31 .39 .56 .34 
Gal- I QUARTERLY DIVIDENDS PAlDBm 

2006 I ,225 ,225 225 
Primaly earnings. Excludes nonrecurr 

am: ‘91, 736; ‘92, 136; ‘04, 146; ’05, 2 
16,66. Quarlerly earnings may not sum due 
iange in share count. Next eaminw rec 

Full 
Year 
212.i 
228l 
236.: 
260 
280 
Full 
Year 

.70 
1.05 
1.32 
1.50 
1-60 
Full 
Year 

.87 

.88 

.89 

.90 

- 

- 

- 

- 

- 

‘es recession =&E 
---+-k- 

1.75 1.85 2.04 
1.13 I 1.04 I 1.08 q-iq-4 11.01 11.24 11.48 * 13.33 13.44 13.44 

5.8% 5.5% 5.0% A 
13:: 1 14:; 1 14:6 

43.3% 41.1% 40.9% 

41.9% 43.0% 43.6% 
57.3% I 56.3% I 55.7% 
256.0 2684 277.1 

BUSINESS: American 

.85 I .86 I .87 I .87 I .E4 I .89 I .90 I .91 I .92 IDiv’dDecl’dpersh 6. I .96 
4.30 I 3.03 I 3.18 I 2.68 I 3.76 I 5.03 I 4.24 I 4.00 I 4.10 ICaD’lSPendinaPersh I 4.50 

72% I 68% I 65% I 65% I 113% I 84% I 67% I 61% I 56% IAllDiv’dstoNetProf I 50% 
ites Water Co. operates as a holding Lake and in areas of San Bemardino County. Acquired Chaparral 

company. Through its principal subsidiary, Golden Stale Water City Water of Arizona (10/00); 11,400 customers. Has roughly 515 
Company, it supplies water to 75 communities in 10 counties. Sew employees. Off. & dir. own 3.1% of common stock (a06 Proxy). 
ice areas include the greater metropolitan areas of Los Angeles and Chairman: Lloyd Ross. President & CEO Floyd Wicks. In- 
Orange Counties. The company also provides electric utility sew coiporated CA. Add.: 630 East Foothill Boulevard, San Dimas, CA 
ices to approximately 23,000 customers in the city of Big Bear 91773. Tel.: 909-394-3600. Web: www.aswater.com. 

An improvin regulatory environment 
augurs welf for American States 
Water. Although cool weather conditions 
have continued to thwart water consump- 
tion, more-favorable regulatory rulings 
have enabled the company to continue in- 
creasing revenues at a decent clip for 
years. Indeed, the top line climbed 3% in 
the second quarter, despite 6% lower con- 
sumption. We suspect that such will 
remain the case going forward thanks to 
recent chan es to the makeup of the Cali- 
fornia P u h c  Utilities Commission 
(CPUC) , the Golden State’s utilities regu- 
latory body. Historically an antagonist to 
utility companies looking for rate relief, 
the board has been redesigned and is, sub- 
sequently, more business friendly, handing 
down more timely and favorable verdicts. 
American should continue to reap the ben- 
efits of such backing for years to come. 
Nevertheless, we remain concerned 
that bottom-line growth will be slug- 
gish looking ahead. Although it appears 
at first blush that American posted solid 
results in the second quarter, things get a 
little cloudier upon further inspection. In- 
deed, excluding a $0.06 tax benefit that  we 

deem a one-time gain, the company 
reported a 12% earnings decline in the pe- 
riod, due to higher infrastructure costs. 
Water systems are eroding rather quickly, 
and are subject to increasingly more up- 
keep. In fact, maintenance costs increased 
by roughly 31% in the most recent period, 
causing operating profits to decline by 8% 
on a year-over-year basis. Infrastructure 
costs will likely continue to increase, as 
the EPA demands higher water quality 
and better safety measures. As a result, 
we have lowered our full-year 2006 earn- 
ings estimate by a dime, to $1.50 a share. 
We are leaving our 2007 share-net figure 
untouched, however, looking for 6%-7% 

!%Ezhinvestors will want to take a 
pass on this issue. American stock does 
not stand out as a means of income and of- 
fers below-average 3- to 5-year appreci- 
ation potential, owing to the infrastructure 
costs that  we anticipate. Makin matters 
worse, the company does not i a v e  the 
means in hand to foot the bill, and will 
likely have to look to the debt andlor equi- 
t market in order to do so. K ndre J. Costanza October 27. 2006 
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Institutional Decisions 

vidends historicall paid in mid-Feb., C) Incl. deferred charges. In ‘05: $63.9 mill., 1 Com an ’s Financlal Strength &+ 
Aug., and Nov. m h ’ d  reinvestment plan 113.47/sh. Stoc&s h e  Stabllihr 80 

4Q2WS 1QMo6 202006 I D . . . ~ ~ ~ +  A I ;  . loo ~, i3, :!! 42 1 ~~~~~~ “j 
HM’ M10 4959 5618 57;: traded 1’5 . 
1990 1991 1992 1993 1994 1995 

10.93 I 11.18 I 12.29 I 13.34 I 12.59 I 13.17 
1.97 198 1.92 2.25 2.02 2.07 
1.25 I 1:21 1 1.09 1 1.35 I 1.22 I 1.17 

.77 I .72 I .86 I 30 I .92 I .92 
6.7% I 6.6% I 6.1% I 5.2% I 5.8% I 6.4% 

CAPITAL STRUCTURE as of 6/30106 
Total Debt $300.8 mill. Due in 5 Yrs $9.0 mill. 
LT Debt $273.7 mill. LT Interest $19.5 mill. 

6.7% I 6.6% I 6.1% I 5.2% I 5.8% I 6.4% 
CAPITAL STRUCTURE as of 6/30106 
Total Debt $300.8 mill. Due in 5 Yrs $9.0 mill. 
LT Debt $273.7 m 

(LT interest earned: 3.5~; total int. cov.: 3.2~) 

Pension Assets-12/05 $70.2 mill. 
Oblig. $103.2 mill. 
Pfd Stock $3.5 mill. Pfd Div’d $.15 mill. 
139,000 shares, 4.4% cumulative ($25 par). 

Common Stock 18,406,963 shs. 
as of 7/31/06 
MARKET CAP: $700 million (Small Cap) 
CURRENT POSITION 2004 2005 

Fix. Chg. Cov. 338% 
ANNUALRATES Past P 
of chanae (Der sh) 10 Yrs. 5 
Revenues ’ 3.0% : 
“Cash Flow” 2.5% 
Earnin i .5% -8 

6ivide 
Book 1 - 
Cal- 
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2003 
2004 
2005 
2006 
2007 
Cal- 
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2003 
2004 
2005 
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Cal- 

endar 
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- 

- 
A) Bas 
00, (7@ 
due late 

Is 1 .*/, 
due 2.5% 

1 1  
- 39:6 
76.8 

6/30106 

2.2 
48.5 
50.7 
34.2 
27.1 
43.5 

104.8 
361% 375% 

last Est’d ’03-’05 
Yrs. to’W11 
2.0% 3.0% 
-5% 4.0% 
4.0% 4.5% 
1 .O% 1.0% 
1.5% 5.0% 

QUARTERLY REVENUES (J mlll.) 
Mar.31 Jun.30 Sep.30 Dec.31 
51.3 68.0 88.2 69.6 
60.2 88.9 97.1 69.4 
60.3 81.5 101.1 77.8 
65.2 81.1 107.7 81.0 
70.0 90.0 110 85.0 

EARNINGS PER SHARE A E 
Mar.31 Jun.30 Sep.30 Dec.31 

d.05 .30 .53 .41 
.08 5 9  5 9  .20 
.03 .41 .71 .32 
.04 .31 .72 33 
.07 .44 .74 .35 

QUARTERLY DIVIDENDS PAID B 
Mar.31 Jun.30 Sep.30 Dec.31 

.28 .28 28 .28 
,281 ,281 .281 ,281 
,283 ,283 ,283 ,283 ~ . .  ~ . .  -. 

,285 ,285 .285 ,285 
,2875 2875 ,2875 

EPS. Excl. nonrecurring gain (10s: 
‘01,4$; 02,8@. Ned earnings rep 
anualy. 

- 
Full 
Year 

315.6 
320.7 
335 
355 
Full 
Year 
1.21 
1.46 
1.47 
1.40 
1-60 
Full 
Year 
1.12 
1.12 
1.13 
1.14 

277.1 

- 
- 

- 

- 

2.50 2.92 260 275 2.52 2.20 2.65 2.51 
1.51 I 1.83 1 1:45 I 1:53 I 1.31 I .94 I 1.25 I 1.21 

5.8% I 4.6% 4.2% I 4.0% 4.3% I 4.4% I 4.5% 4.2% 
182.8 I 195.3 1 186.3 1 206.4 I 244.8 1 246.8 I 263.2 I 277.1 
19.1 I 23.31 18.41 19.9 I 20.0 I 14.4 I 19.1 I 19.4 

38.9% I 37.4% I 36.4% I 37.9% I 42.3% I 39.4% 1 39.7% I 39.9% _ _  _. .. _. I - -  I 10.3% 
47.4% I 45.4% 1 44.2% I 46.9% I 48.9% I 50.3% I 55.3% I 50.2% 

_ _  .. 

51.4% I 53.5% I 54.7% I 52.0% I 50.2% 1 48.8% I 44.0% I 49.1% 
299.9 I 306.7 1 308.6 1 333.8 1 388.8 1 402.7 1 453.1 1 498.4 

BUSINESS: California Water Service Group provides regulated and 
nonregulated water service to over 2 million people (456,700 cus- 
tomers) in 75 communities in California. Washindon. and New 

W O O ) .  Revenr 

1.15 I 1.16 IDiv’d&ci‘dpershB= I 1.22 
5.25 I 5.30 (Cap’l Spending per sh 1 4.50 

18.05 18.55 Book Value per sh c 20.35 
20.50 21.00 Common Shs Outst’g D 23.00 

Bdd f rgps  are Avg Ann’l P/E Ratio 19.0 

breakdown, ’05: residential. 69%: business. 18%: 

Mexico. Main service areas: San Francisco Bay area, Sacramento 
Valley, Salinas Valley, San Joaquin Valley & parts of Los Angeles. 
Acquired National Utility Company (5104); Rio Grande Corp. 

California Water Service GrouD 
should continue to benefit from ah 
im roving re ulatory landscape . . . 
I n g e d ,  the talifornia Public Utilities 
Commission (CPUC), which is in charge of 
maintaining a balance between consumers 
and Cal-based utilities, looks to have 
changed its tune and be more business 
friendly of late. Such developments paint a 
favorable backdrop for CWT, which files a 
general rate case (GRC) each year for 
eight of its 24 districts. The company is 
currently awaiting a decision on its 2005 
GRC, in which it is seeking roughly $11 
million, on a 12.23% return on equity. Al- 
though the CPUC may not grant the com- 
pany the entire amount requested, we 
think that  it will probably sign off on a 
healthy return, given the recent rulin s.  . . . but still struggle to grow its %ot- 
tom line. Earnings declined by 24% in the 
second quarter. Although we sus ect that  
the unseasonably wet weather &at pres- 
sured the top line in the period will 
eventually let up, we do not share the 
same optimism about operating costs. Ex- 
penses increased 6% for the six months 
ended June. Many of the company’s wells 

public’ authorities, 5%; industrial, 4%; other, 4%. ‘05 reported 
deprec. rate: 3.6%. Has about 840 employees. Chairman: Robert 
W. Foy. President & CEO Peter C. Nelson. Inc.: Delaware. Ad- 
dress: 1720 North First Street, San Jose, California 95112-4598. 
Telephone: 408-367-8200. Internet: www.calwaler.com. 

and systems are old and in need of sig- 
nificant renovations. Infrastructure costs 
will likely continue to rise and pressure 
profit margins for ears to come. 
It will have to &ok to outside finan- 
ciers to keep things goin With only $2 
million in cash on hand at t f e  end of June, 
CWT does not have the reserves to fund 
the needed im rovements. In fact, it 
recently issued f20 million in unsecured 
senior notes and sold two million shares of 
stock, raising roughly $94 million in total. 
Althou h necessary, the initiatives will 
probabfy continue to dilute shareholder 
gains. We suspect similar undertakings 
will be necessary going forward. In all, 
we’ve reduced our full-year earnings es- 
timate by a quarter, to $1.40 and our 2007 
fi ure by $0.15, to $1.60 a share. v$ e do not recommend these shares at 
this juncture. They are ranked Lowest 
(5) for Timeliness and offer minimal 3- to 
5-year appreciation potential. Meanwhile, 
there are better income vehicles on the 
market at this time. Most investors will 
want to look elsewhere, given the capital 
constraints that we expect to continue. 
Andre J. Costanza October 27, 2006 

.. 
In millions, adjusted for split. Price Growth Perslstke 85 
May not total due to change in shares. 

I available: 
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PERFORMANCE 3 Average 

Inancia1 Strength 

'rice Stability 

'rice Growth Persistence 65 

> VALUE LINE PUBLISHING, INC. 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007/2008 
;ALES PER SH 5.58 5.87 5.70 5.93 5.77 5.91 6.04 5.81 _ _  
CASH FLOW" PER SH 1.59 1.65 1.73 1.78 1.78 1.89 1.91 1.62 _ _  
ARNINGS PER SH 1.02 1.03 1.09 1.13 1.12 1.15 1.16 .88 NA NA/NA 
W'DS DECL'D PER SH .78 .79 .79 .80 .81 .83 .84 .85 _ _  
>AP'L SPENDING PER SH 1.12 1.42 1.43 1.86 1.98 1.49 1.58 1.96 _ _  
3OOK VALUE PER SH 8.52 8.61 8.92 9.25 10.06 10.46 10.94 11.52 _ _  
>OMMON SHS OUTST'G (MILL) 6.80 7.26 7.28 7.65 7.94 7.97 8.04 8.17 _ _  
\VG ANNL P/E RATIO 15.5 18.2 18.2 21.5 24.3 23.5 22.9 28.6 NA NA/NA 
3ELATIVE P/E RATIO .81 1.04 1.18 1.10 1.33 1.34 1.21 1.51 _ _  
\VG ANN'L DIV'D YIELD 4.9% 4.2% 4.0% 3.3% 3.0% 3.0% 3.1% 3.4% -- 

)PERATING MARGIN 46.2% 48.7% 48.8% 56.1% 57.7% 52.1% 51.0% 48.3% _ _  
JET PROFIT ($MILL) 7.0 7.5 8.0 8.7 8.8 9.2 9.4 7.2 _ _  

;ALES ($MILL) 37.9 42.6 41.5 45.4 45.8 47.1 48.5 47.5 _ _  Bold figures 
are consensus 

IEPRECIATION ($MILL) 3.9 4.5 4.7 5.0 5.4 5.9 6.0 6.1 _ _  earnings 
estimates 

NCOME TAX RATE 34.3% 40.1% 35.7% 36.1% 33.8% 17.9% 22.9% __ _ _  and, using the 
(ET PROFIT MARGIN 18.4% 17.6% 19.2% 19.1% 19.2% 19.5% 19.4% 15.1% _ _  recent prices, 
NORKING CAP'L ($MILL) d3.7 d3.8 .3 d3.3 d5.1 d3.9 d.7 13.0 _ _  P/E ratios. 
.ONG-TERM DEBT ($MILL) 62.5 65.4 64.7 64.0 64.8 64.8 66.4 77.4 _ _  
;HR. EQUITY ($MILL) 58.7 63.3 65.7 71.6 80.7 84.2 88.7 94.9 _ _  
3ETURN ON TOTAL CAP'L 7.3% 7.4% 7.6% 7.9% 7.4% 7.5% 7.0% 5.0% __ 
3ETURN ON SHR. EQUITY 11.9% 11.8% 12.1% 12.1% 10.9% 10.9% 10.6% 7.5% __ 
IETAINED TO COM EQ 2.8% 3.1% 3.2% 3.6% 3.1% 3.2% 3.1 % .3% __ 
i LL  DIV'DS TO NET PROF 76% 74% 74% 71 % 72% 71 % 71 % 95% __ 
dote: No analyst estimates available. 

ANNUAL RATES 
of change (per share) 5 Yrs. 1 Yr. 
Sales 0.5% -4.0% 
"Cash Flow" 2.0% -15.5% 
Earnings 0.5% -24.0% 
Dividends 1 .O% 1.0% 
Book Value 5.0% 5.0% 

Fiscal QUARTERLY SALES ($mill.) Full 
Year 1Q 20 3Q 4 0  Year 

2/31/04 10.9 12.0 13.9 11.7 48.5 
2/31/05 10.9 11.0 14.1 11.5 47.5 
2/31/06 10.5 11.4 
2/31/07 

Fiscal 1 EARNINGS PER SHARE 1 Full 
Year 1Q 2Q 3Q 4Q Year 

2/31/03 .26 .15 .48 .26 1.15 
2/31/04 .24 .26 .47 .19 1.16 
2/31/05 .24 .15 .41 .08 .88 
2/31/06 .21 .I2 
2/31/07 

Gal- QUARTERLY DIVIDENDS PAID Full 
endar I 10 2Q 3Q 4Q I Year 

2003 I :E ,205 .:,E .:,E I :: 
2004 ,208 
2005 .21 ,213 ,213 .85 
2006 ,213 ,213 ,215 

INSTITUTIONAL DECISIONS 
40'05 1006 2006 

to Buy 13 17 14 
to Sell 17 20 18 
Hid's1000\ 1381 1430 1462 \ ,  

2006 Value Line Publlshm , Inc All ri hts reserved Facbla 
i E  PUBLISHER IS NOT R&PONSIBL8 FOR ANY ERRORS 
L may be reproduced, resdd, stored or Iranmaed in any pnnla 

ASSETS($mIll.) 2004 2005 6/30/06 
Cash Assets .7 4.4 6.2 
Receivables 9.8 5.9 9.8 
Inventory (Avg cost) .9 .9 1 .o 

3.9 14.9 1.7 Other 
Current Assets 15.3 26.1 18.7 

- - -  

Property, Plant 
& Equip, at cost 344.5 345.0 .. 

Accum Depreciation 98.4 97.3 .. 
Net Prooertv 246.1 247.7 256.7 r ,  

29.5 32.2 30.1 Other 
Told Assets 290.9 306.0 305.5 

- - -  

LIABILITIES (Smiil.) 
Accts Payable 5.5 4.8 3.9 
Debt Due 6.0 7.1 4.8 

4.4 1.3 .6 Other 
Current Liab 15.9 13.2 9.3 

- _ _ -  

LONG-TERM DEBT AND EQUITY 
as of 6/30/06 

Total Debt $82.1 mill. 
LT Debt $77.4 mill. 
Including Cap. Leases NA 

Due in 5 Y n .  NA 

145% of Cadi) . .  
Leases, Uncapitalized Annual rentals NA 

Pension Liability None in '05 vs. None in '04 

Pfd Stock $.8 mill. Pfd Div'd Paid NMF 

Common Stock 8,238,779 shares 
(55% of Cap'l) 

BUSINESS: Connecticut Water Services, Inc. primarily 
operates as a water utility in New England. Its regulated 
water companies include The Connecticut Water Company; 
The Gallup Water Service, Incorporated; The Crystal Water 
Company of Danielson; and The Unionville Water Com- 
pany. These companies supply water in Connecticut and 
Massachusetts. The company also owns unregulated com- 
panies, such as Chester Realty, Inc., a real estate company; 
New England Water Utility Services, Inc. which offers 
contract water and sewer operations; Connecticut Water 
Emergency Services, Inc., a provider of drinking and pool 
water; Crystal Water Utilities Corporation, a holding com- 
pany that owns The Crystal Water Company of Danielson 
and three rental properties; BARLACO Inc., a real estate 
company; and Barnstable Holding Company, a holding 
company that owns BWC and BARLACO. In October, The 
Connecticut Water Company acquired the South Coventry 
Water Supply Company for approximately $240,000. Has 
191 employees. Chairman: Marshall T. Chiaraluce. Inc.: CT. 
Address: 93 West Main Street, Clinton, CT 06413. Tel.: 
(860) 669-8636. Internet: http://www.ctwater.com. A.O. 

October 27, 2006 

TOTAL SHAREHOLDER RETURN 

3 Mos. 6 Mos. 1 Yr. 3 Yrs. 5 Yrs. 

Dividends plus appmciation as of 9/3o/2006 

-4.85% -1 4.25% -7.51% -9.34% -6.24% 
naterial b obtained (ram sources believed to be 
7 OMISSIONS HEREIN. This blicalon is stricUy 
~eamnic o( otiw ~m, or we& genwaung w ma 



PERFORMANCE 2 2 Z g e  
Above 

Technical 2 Average 

SAFETY 3 Average 

BETA .80 (1.00 = Market) 

Financial Strength B t  

Price Stabillty 85 

Price Growth Persistence 60 

Earnlngs Predictability 70 

2007l2000 8 VALUE LINE PUBLISHING, INC. 1998 1999 2000 2001 2002 2003 2005 I 2006 

SALESPERSH 4.39 5.35 5.39 5.87 5.98 
"CASH FLOW' PER SH 1.02 1.19 .99 1.18 1.20 
EARNINGS PER SH .71 .76 .51 .66 .73 
DIV'DS DECL'D PER SH 58 .60 .61 .62 .63 
CAP'L SPENDING PER SH 2.68 2.33 1.32 1.25 1.59 
BOOK VALUE PER SH 6.80 6.95 6.98 7.1 1 7.39 
COMMON SHS OUTST'G (MILL) 9.82 10.00 10.11 10.17 10.36 
AVG ANN'L PIE RATIO 15.2 17.6 28.7 24.6 23.5 
RELATIVE PIE RATIO 1 .79 I 1.00 I 1.87 I 1.26 I 1.28 
AVO ANN'L DIV'D YIELD I 5.4% I 4.4% I 4.2% I 3.8% I 3.7% 
SALES ($MILL) I 43.1 I 53.5 I 54.5 I 59.6 I 61.9 
OPERATING MARGIN 1 37.0% I 33.9% I 32.2% I 47.2% I 47.1% 
DEPRECIATION ($MILL) 1 3.8 I 4.3 1 4.9 1 5.3 1 5.0 
NET PROFIT ($MILL) I 6.5 I 7.9 1 5.3 I 7.0 I 7.8 
INCOME TAX RATE I 31.5% I 28.8% 1 33.1% I 34.8% I 33.3% 
NET PROFIT MARGIN 15.1% 14.7% 9.7% 11.7% 12.5% 
WORKING CAP'L ($MILL) 14.6 6.8 d2.7 d.9 d9.3 
LONG-TERM DEBT ISMILL) 78.0 82.3 81 .I 88.1 87.5 
SHR. EQUITY ($MILL) ' I 71.7 I 74.6 I 74.7 I 76.4 I 80.6 
RETURN ON TOTAL CAP'L I 5.7% I 6.4% I 4.9% I 5.6% I 6.0% 
RETURN ON SHR. EQUITY I 9.1% I 10.6% I 7.1% I 9.1% I 9.6% 
RETAINED TO COM EQ I 1.8% I 2.5% I NMF I 5% I 1.3% 
ALL DIV'DS TO NET PROF 81 % 78% 121% 94Yo 87% 
ANo. of analvsts chanoino earn. est. in last 14 davs: 0 L 0 down. consensus 5-year earninas Rrowth not available. 

- I  

ANNUAL RATES 
of charge (per share) 5 Yrs. 1 Yr. 
Sales 4.5% 3.0% 
"Cash Flow" 3.5% 3.5% 
Earnings 1.0% -2.5% 
Dividends 2.0% 1.5% 
Book Value 3.5% 2.5% 

QUARTERLY SALES ($mill.) ? I 1Q 2Q 3Q 4Q 

12/31/04 15.9 17.8 19.8 17.5 71.0 
12/31/05 16.7 18.4 20.8 18.7 74.6 
12/31/06 18.2 21.0 
12/3 1 /07 

Fiscal EARNINGS PER SHARE Full 
Year 1Q 2Q 3Q 4Q Year 

12/31/03 .ll .I7 .22 .ll .61 
12/31/04 .09 .16 .29 .19 .73 
12/31/05 .12 .16 .26 .17 .71 
12/31/06 .15 .25 .26 .I7 
12/31/07 .15 

Gal- QUARTERLY DIVIDENDS PAID Full 
endar 1Q 20  3Q 4Q Yea1 

2003 ,161 ,161 ,161 ,165 .65 
2004 ,165 .165 ,165 ,168 .66 
2005 ,168 .I68 ,168 .17 .67 
2006 .17 .17 .17 

INSTITUTIONAL DECISIONS 
4Q'05 lQ'W 2Q'06 

to Buy 11 18 15 
to Sell 21 18 20 
Hlds(000) 1707 1789 1771 

ASSETS(Smil1.) 2004 2005 6/30106 
Cash Assets 4.0 3.0 2.3 
Receivables 9.9 11.8 12.6 
Inventory (Avg cost) 1.2 1.3 1.5 

.9 .9 1.7 Other 
Current Assets 16.0 17.0 18.1 

Pro erty, Plant 

Net Property 262.9 288.0 300.0 
26.7 19.4 19.3 Other 

Total Assets 305.6 324.4 337.4 

LIABILITIES ($mill.) 
Accts Payable 6.0 6.0 5.0 
Debt Due 12.1 5.9 14.7 

Current Liab 27.8 21.5 30.5 

- - -  

&)Equip, at cost 314.9 343.0 - _  
Accum Oepreciation 52.0 55.0 -. 

- - -  

Other - 9.7 9.6 10.8 

LONG-TERM DEBT AND EQUITY 
as of 6/30/06 

Total Debt $142.2 mill. 
LT Debt $127.5 mill. 
Including Cap. Leases NA 

Leases, Uncapitalized Annual rentals NA 

Pension Liability $6.7 mill. in '05 vs. $5.5 mill. in '04 

Pfd Stock $4.0 mill. 

Due In 5 Yrs. NA 

(55% of Cap'l) 

Pfd Dlv'd Paid $.2 mill. 
(2% of Cap'l) 

Common Stock 11,619,662 shares 
(43% of Cap'l) 

.65 I .66 I .67 I -- 
2.18 I -- 1.87 1 2.54 I I 

7.60 8.38 8.60 -- 
10.48 11.36 11.58 *- 

30.0 26.4 27.4 22.9 22.6"A 
1.71 1.39 1.4 -- 
3.5% 3.4% 3.5% -- 
64.1 71 .O 74.6 -- Bold figures 
44.0% 44.4% 44.4% -- 
5.6 6.4 7.2 -- earnings 
6.6 8.4 8.5 -- estimates 
32.8% 31.1% 27.6% -- and, using the 
10.3% 11.9% 11.4% -- recent prices, 

ate consensus 

d13.3 d11.8 d4.5 -- P/E ratl0S. 
97.4 115.3 128.2 -- 
83.7 I 99.2 I 103.6 I -- 
5.0% I 5.1% I 5.0% I -- 
7.9% I 8.5% I 8.2% I -- 

NMF I .9% I 5% I -- 
106% I 90% 94% 

ed u r n  one analvsf's estimate. CBased won one analvsrk estimate. 

BUSINESS: Middlesex Water Company, through its sub- 
sidiaries, engages in the ownership and operation of regu- 
lated water utility systems in central and southern New 
Jersey, and in Delaware, as well as a regulated wastewater 
utility in southern New Jersey. Its New Jersey water utility 
system (the Middlesex System) provides water services to 
retail customers in central New Jersey. The Middlesex 
System also provides water service under contract to mu- 
nicipalities in central New Jersey. The company operates the 
water supply system and wastewater system for the city of 
Perth Amboy in New Jersey in partnership with its subsid- 
iary, Utility Service Affiliates (Perth Amboy), Inc. Its other 
New Jersey subsidiaries provide water and wastewater 
services to residents in Southampton Township. Has 231 
employees. Chairman: J. Richard Tompkins. Inc.: NJ. Ad- 
dress: 1500 Ronson Road, P.O. Box 1500, Iselin, NJ 08830. 
Tel.: (732) 634- 1500. Internet: 
http://www.middlesexw ater.com. 

A.Z 

October 27, 2006 

TOTAL SHAREHOLDER RETURN 

3 Mos. 6 Mos. 1 Yr. 3 Yrs. 5 Yrs. 

Dividends plus appreciation as of 9/30/2006 

2.52% 3.35% -1 1.26% 15.61% 38.49% 
02006 Value Line Publlshin Inc All r hb reserved Factual matenal is oblained from sources believed lo be reliable and 
THE PUBLISHER IS NOT R!SPONSlBL? FOR ANY ERRORS OR OMISSIONS HEREIN Thu ubka\A)n u strictly hx subscriber 
d it may be repmduced. resdd stored or vansmaed in any pnnled Jeccmnr o( olhec lam oi usefkn generaung o( markeung any pi 



I PERFORMANCE 3 Average 

Technical 3 Average 

SAFETY 2 
BETA .75 (1 .OO = Market) 

&, ., . ... ; ' I . -  

Financial Strength 8tt 

Price Stability 85 

Price Growth Persistence 65 

Earnings Predictabilly 75 .. 

D VALUE LINE PUBLISHING, INC. 1 fi 
SALES PER SH 
'CASH FLOW" PER SH 
EARNINGS PER SH 
DIV'DS DECL'D PER SH .39 
CAP'L SPENDING PER SH I 1.81 
BOOK VALUE PER SH 

AVO ANN'L P/E RATIO 
RELATIVE P/E RATIO 
AVO ANN'L DIV'D YIELD 

OPERATING MARGIN 36.0% 

NET PROFIT ($MILL) . 14.4 
INCOME TAX RATE I 40.2% 
NET PROFIT MARGIN 13.6% 
WORKING CAP'L ($MILL) 9.4 
LONG-TERM DEBT @MILL) 90.0 
SHR. EQUITY ($MILL) . I 143.2 
RETURN ON TOTAL CAP'L I 7.4% 
RETURN ON SHR. EQUITY I 10.1% 
RETAINED TO COM EQ I 4.9% 
ALL DIV'DS TO NET PROF 
&No. of analysts chanainu eam. est. in last 14 days: 0 i 

52% 
_ _  

ANNUAL RATES 
of change (per share) 5 Yrs. 1 Yr. 
Sales 7.5% 8.0% 

Earnings 5.5% 29.0% 
Dividends 5.0% 4.0% 
Book Value 5.0% 6.0% 

"Cash Flow" 8.5% 17.0% 

12/31/07 

Fiscal I EARNINGS PER SHARE I Full 
Year 1Q 2Q 3Q 4Q Year 

12/31/03 .18 .24 .33 .16 .91 
12/31/04 .09 .27 .30 .21 .87 
12/31/05 .15 .31 .53 .13 1.12 
12/31/06 .23 .35 .50 .28 
12/31/07 22 

Calm QUARTERLY DIVIDENDS PAID Full 
endar 1 1Q 2Q 3Q 4Q I Year 

INSTITUTIONAL DECISIONS 
4Q05 lQO8 2Q06 

to Buy 21 24 31 
to Sell 21 24 27 
Hld's(000) 6498 8597 6941 

2006 Value Line Publishin , Inc All ri hts reserved. Facbli 
HE WWISHER IS NOT R & P O k I B d  FOR ANY ERRORS 
f I may be reproduced. resold, stored or Vansnitled in any pima 

1999 2000 2001 2002 2003 2004 2005 2006 

6.40 6.74 7.45 7.97 8.20 9.14 9.86 -- 
1.43 1.23 1.49 1.55 1.75 I .89 2.21 -- 
.87 58 .77 .78 .91 .87 1.12 1.35A*B 
.40 I .41 I .43 I .46 I .49 I 5 1  I 53 I -- 
1.77 I 1.89 I 2.63 I 2.06 I 3.41 I 2.31 I 2.83 I -- 
7.88 7.90 8.17 8.40 9.11 10.11 10.72 -- 
18.27 18.27 18.27 18.27 18.27 18.27 18.27 -- 
15.5 33.1 18.5 17.3 15.4 19.6 19.7 25.1 

.88 I 2.15 I .95 I .94 I .88 I 1.04 I 1.04 I -- 
3.0% I 2.1% 1 3.0% I 3.4% I 3.5% I 3.0% I 2.4% I -- 

145.7 1 149.7 1 166.9 1 180.1 I __ 117.0 1 123.2 1 136.1 I 
33.2% I 30.2% I 64.4% I 63.7% I 56.0% I 56.4% I 55.9% I -- 
10.2 I 11.9 I 13.2 I 14.0 I 15.2 I 18.5 I 19.7 I -- 
15.9 1 10.7 I 14.0 I 14.2 I 16.7 1 16.0 I 20.7 -- 
35.9% 1 41.0% I 34.5% I 4.4% 1 36.2% I 42.1% I 41.6% I -- 
13.6% I 8.7% I 10.3% I 9.8% I 11.2% 1 9.6% I 11.5% I -- 
d3.0 I d11.4 I d3.8 I d4.9 I 12.0 I 13.0 I 10.8 I -- 
90.0 I 90.0 I 110.0 I 110.0 I 139.6 I 143.6 I 145.3 I -- 
143.9 I 144.3 I 149.4 I 153.5 1 166.4 I 184.7 I 195.9 I -- 
6.2% I 5.9% I 6.7% 1 6.9% I 6.9% I 6.5% I 7.6% I -- 

8.7% I 10.6% I -- 
5.9% I 2.2% I 4.1% I 3.8% I 4.7% I 3.6% I 5.6% I -- 
11.0% 1 7.4% I 9.4% I 9.3% I 10.0% I 

46% 70% 56% 59% 53% 58% 47% _ _  
o down, consensus  ear earnings growth not available. based u r n  one ana/ysl's estimate. CBasd LIDW one analvstk es 

ASSETS ($mill.) 2004 2005 6/30106 
Cash Assets 10.9 9.4 2.6 
Receivables 14.6 18.4 25.8 

2.3 3.3 4.8 Other 
Current Assets 28.4 31.7 33.9 

Property, Plant 

Net Property 456.8 484.8 533.9 

Inventory .6 .6 .7 
- - -  

& Equip, at cost 646.9 695.0 _ _  
Accum Depreciation 190.1 210.2 _ _  

67.0 71.2 63.2 Other 
Total Assets 552.2 587.7 631.0 

- - -  

LIABILITIES ($mill.) 

Debt Due .3 .3 23.4 
14.2 15.5 23.4 Other 

Current Liab 15.4 20.9 50.2 

Accts Payable .9 5.1 3.4 

- _ _ -  

LONG-TERM DEBT AND EQUITY 
as of WW06 

Total Debt $172.3 mill. 
LT Debt $148.9 mill. 
Including Cap. Leases NA 

Leases, Uncapitalized Annual rentals NA 

Pension Liability $13.2 mill. in '05 vs. $9.4 mill. in '04 

Pfd Stock None 

Common Stock 18,271,698 shares 

Due in 5 Yrs. NA 

(43% of Cap'l) 

Pfd Div'd Paid None 

(57% of Cap'l) 

M; High 

45 

30 
22.5 

13 

9 

6 

4 

350 
VOL. 

2007/2008 

1.4gc/NA 

22.7mA 

Bold flgU#S 
are consensus 

eamlngs 
estlmates 

and, uslng the 
recent prices, 

P E  ratl0S. 

BUSINESS: SJW Corp. operates as the holding company 
for San Jose Water Company (SJWC), SJW Land Company, 
Crystal Choice Water Service LLC, and SJWTX Water, Inc. 
SJWC produces, purchases, stores, purifies, distributes, and 
sells water. It provides water service to customers in 
Cupertino, San Jose, Campbell, Monte Sereno, Saratoga, the 
Town of Los Gatos, and in the county of Santa Clara, 
California. SJWC also provides nonregulated water related 
services, including water system operations, billings, and 
cash remittance services. SJW Land owns and operates 
parking facilities in San Jose, California, as well as owns 
commercial buildings and other undeveloped land primarily 
in the San Jose Metropolitan area, some properties in the 
states of Florida, Texas, and Connecticut, and a 70% limited 
partnership interest in 444 West Santa Clara Street, L.P. 
Crystal Choice sells and rents water conditioning and 
purification equipment. Has 3 11 employees. Chairman: 
Drew Gibson. Inc.: CA. Address: 374 West Santa Clara 
Street, San Jose, CA 95113. Tel.: (408) 279-7800. Internet: 
http://www.sjwater.com. 

A. 0. 

October 27, 2006 

TOTALSHAREHOLDER RETURN 

3 Mos. 6 Mos. 1 Yr. 3 Yrs. 5 Yrs. 

Dividends plus appreciation as of 9/30/2006 

18.15% 12.61% 26.62% 130.31% 152.39% 





Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 

Goodman Water Company 
Test Year Ended September 31,2005 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Exhibit 
Rejoinder Schedule A-I 
Page 1 
Witness: Bourassa 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

% Increase 

Customer 
Classification 
JResidential Commercial. lrriaation) 

Present Proposed - Rates - Rates 

$ 1,292,051 

(75,050) 

-5.81 % 

$ 135,665 

10.50% 

$ 210,715 

1.5446 

$ 325,463 

152.55% 

Dollar Percent 
Increase Increase 

518 x 314 Inch Residential 
314 Inch Residential 
1 Inch Residential 
2 Inch Residential 
Construction Water 

Revenue Annualization 
Subtotal 

Other Water Revenues 

Total of Water Revenues (a) 

SUPPORTING SCHEDULES: 
Rejoinder B-I 
Rejoinder C-I 
Rejoinder C-3 
Rejoinder H-I 

$ 124,765 $ 344,047 $ 219,282 175.76% 
0.00% 

10,839 27,423 16,584 153.00% 
13,982 43,113 29,131 208.35% 
13,412 21,797 8,386 

0.00% ~. .. 

32,746 84,425 51,678 157.81 % 
195,744 $ 520,805 $ 325,061 166.06% $ 

17,940 17,940 0.00% 
0.00% 

$ 213,684 $ 538,745 $ 325,061 152.12% 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

Goodman Water Company 
Test Year Ended September 31,2005 

Summary of Rate Base 

Exhibit 
Rejoinder Schedule B-1 
Page 1 
Witness: Bourassa 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

Less: 
Advances in Aid of 

Contributions in Aid of 

Accumulated Amortization of ClAC 

Construction 

Construction 

Customer Meter Deposits 
Deferred Income Taxes & Credits 
Deferred Assets 

- Plus: 
Unamortized Finance 
Charges 

Prepaids 
Deferred Assets 
Allowance for Working Capital 

Total Rate Base 

SUPPORTING SCHEDULES: 
Rejoinder 8-2 
Rejoinder 8-5 

Original Cost Fair Value 
Rate base Rate Base 

$ 2,365,811 $ 2,365,811 
108,511 108,511 

$ 2,257,300 $ 2,257,300 

971,695 971,695 

14,864 14,864 

21,310 21,310 
- 

$ 1,292,051 $ 1,292,051 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

Gross Utility 
Plant in Service 

Less: 
Accumulated 
Depreciation 

Goodman Water Company 
Test Year Ended September 31,2005 

Original Cost Rate Base Proforma Adjustments 

Exhibit 
Rejoinder Schedule 8-2 
Page 1 
Witness: Bourassa 

Rejoinder 
Adjusted Adjusted 

at at end 
End of of 

Test Year Adiustments Test Year 

$ 2,348,486 17,325 $ 2,365,811 

108,248 263 10831 1 

Net Utility Plant 
in Service $ 2,240,239 $ 17,062 $ 2,257,300 

Less: 
Advances in Aid of 
Construction 971,695 971.695 

Contributions in Aid of 
Construction (C IAC) 

Accum. Amortization of ClAC 

Customer Meter Deposits 
Deferred Income Taxes 
Investment Tax Credits 

14,864 0 14,864 

Plus: 
Unamortized Finance 
Charges 

Prepaids 
Allowance for Working Capital 

Total 

SUPPORTING SCHEDULES: 
Rejoinder 8-2, pages 2 

0 
0 

22,003 (694) 21,310 

$ 1,275,683 $ 16,368 $ 1,292,051 
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Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

Gold Canyon Sewer Company 
Test Year Ended October 31,2005 

Original Cost Rate Base Proforma Adjustments 

Exhibit 
Rejoinder Schedule 8-2 
Page 1 
Witness: Bourassa 

Gross Utility 
Plant in Service 

Less: 
Accumulated 
Depreciation 

Net Utility Plant 
in Service 

Less: 
Advances in Aid of 
Construction 

Contributions in Aid of 
Construction (CIAC) 

Accum. Amortization of CIAC 

Customer Meter Deposits 
Deferred Income Taxes 
Investment Tax Credits 

Plus: 
Unamortized Finance 
Charges 

Prepaids 
Allowance for Working Capital 

Total 

SUPPORTING SCHEDULES: 
Rejoinder 8-2, pages 2 

Adjusted 
at 

End of 
Test Year 

$ 21,094,247 

1,318,581 

Adiustments 

- $  

(5,397) 

Rejoinder 
Adjusted 

at end 
of 

Test Year 

21,094,247 

'\ 

1,3 13,184 

$ 19,775,666 $ 5,397 $ 19,781,063 

2,064,125 2,064,125 

1,827,557 1,827,557 

(145,364) 6,576 (1 38,788) 

30,769 
2 54,68 1 

0 30,769 
254,681 

0 
0 

(0) (0) 

$ 15,743,898 $ (1,179) $ 1 5,742,7 1 9 



Goodman Water Company 
Test Year Ended September 31,2005 

Computation of Working Capital 

Exhibit 
Rejoinder Schedule B-5 
Page 1 
Witness: Bourassa 

Line 
- No. 

1 Cash Working Capital (1/8 of Allowance 
2 Operation and Maintenance Expense) 
3 Pumping Power (1/24 of Pumping Power) 
4 Purchased Water Treatment (1/24 of Purchased Water) 
5 
6 
7 
8 
9 Total Working Capital Allowance 

10 Working Capital per Direct Filing 
11 
12 Increase (Decrease) in Working Capital 
13 
14 
15 SUPPORTING SCHEDULES: 
16 
17 

$ 21,310 

$ 21,310 

$ 22,003 

!3 (694) 

RECAP SCHEDULES: 
Rejoinder B-I 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

a 

Goodman Water Company 
Test Year Ended September 31,2005 

Income Statement 

Exhibit 
Rejoinder Schedule C-I 
Page 1 
Witness: Bourassa 

Adjusted Rejoinder Proposed Adjusted 
Book Adjusted Rate with Rate 

Results Adiustments Results Increase Increase 
Revenues 

Metered Water Revenues $ 195,408 $ - $ 195,408 $ 325,463 $ 520,872 

$ 213,348 $ - $ 213,348 $ 325,463 $ 538,812 

Unmetered Water Revenues 
Other Water Revenues 17,940 17,940 17,940 

Operating Expenses 
Salaries and Wages $ 32,000 - $ 32,000 $ 32,000 
Purchased Water 
Purchased Power I 0,086 10,086 10,086 
Chemicals 

Office Supplies and Expense 778 778 778 
Outside Services 78,106 (1 74) 77,932 77,932 
Water Testing 3,639 3,639 3,639 
Rents 
Transportation Expenses 
Insurance - General Liability 18,253 18,253 18,253 
Insurance - Health and Life 
Regulatory Commission Expense - R: 25,000 (1,875) 23,125 23,125 
Miscellaneous Expense 2,386 (140) 2,246 2,246 
Depreciation Expense 129,418 129,418 129,418 
Taxes Other Than Income 2,635 2,635 2,635 

Repairs and Maintenance 9,868 9,868 9,868 

Property Taxes 19,270 17 19,287 I 9,287 
Income Tax (41,497) 627 (40,870) I 14,748 73,879 

25 
26 Total Operating Expenses 
27 Operating Income 
28 Other Income (Expense) 
29 Interest Income 
30 Other income 
31 Interest Expense 
32 Other Expense 

$ 289,943 $ (1,545) $ 288,398 $ 114,748 $ 403,147 
1,545 $ (75,050) $ 210,715 $ 135,665 

33 

35 Net Profit (Loss) $ (76,594) $ 1,545 $ (75,050) $ 210,715 $ 135,665 
36 

34 Total Other Income (Expense) $ - $  - $  - $  - $  

37 

39 SUPPORTING SCHEDULES: 
40 
41 Rejoinder C-2 

38 

Rejoinder C-I , Page 2 
RECAP SCHEDULES: 
Rejoinder A-I 



I- 



Line 
- No. 

1 
2 
3 Revenues 
4 
5 Expenses 
6 
7 Operating 
8 lnwme 
9 
10 Interest 
11 Expense 
12 Other 
13 Income/ 
14 Expense 
15 
16 Netlnwme 
17 
16 
19 
20 
21 
22 
23 Revenues 
24 
25 Expenses 
26 
27 Operating 
28 lnwme 
29 
30 Interest 
31 Expense 
32 Other 
33 Income/ 
34 Expense 
35 
36 Net Income 
37 
36 
39 
40 
41 
42 
43 Revenues 
44 
45 Expenses 
46 
47 Operating 
40 lnwme 
49 
50 Interest 
51 Expense 
52 Other 
53 Income/ 
54 Expense 
55 
56 Net Income 

Goodman Water Company 
Test Year Ended September 31,2005 

Adjustments to Revenues and Expenses 

Exhibit 
Rejoinder Schedule C-2 
Page 1 
Witness: Bourassa 

Adiustments to Revenues and ExDenses 
1 2 3 4 5 6 

Outside RateCase Property Miscellaneous Income Intentionally 
Services Expense Expense - Tax Lefl Blank Subtotal 

(1 74) (1,875) 17 (140) 627 (1,5451 

174 1,875 (17) 140 (627) 1,545 

Adiustments to Revenues and ExRenses 
8 9 22 11 - 12 

lntentionallv lntentionallv Intentionally Intentionally Intentionally Intentionally 
Left Blank' Left Blank Left Blank Lefl Blank Lefl Blank Left Blank Subtotal 

1,545 

1,545 

Adiustments to Revenues and ExDenseg 
14 L? 32 17 18 

lntentlonallv Intentionallv Intentionallv Intentionally intenfionaily intentionally 
u 

Total Left Blank Lefl Blank Lefl Blank Left Blank Lefl Blank Lefl Blank - 

1,545 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 

9 
10 
I 1  
12 
13 
14 
15 
16 
17 

19 
20 

a 

i a  

Goodman Water Company Exhibit 
Rejoinder Schedule C-3 
Page 1 
Witness: Bourassa 

Test Year Ended September 31,2005 
Computation of Gross Revenue Conversion Factor 

Descrbtion 
Federal Income Taxes 

Percentage 
of 

Incremental 
Gross 

Revenues 
28.29% 

State Income Taxes 6.97% 

Other Taxes and Expenses 0.00% 

Total Tax Percentage 35.26% 

Operating Income % = 100% - Tax Percentage 64.74% 

1 = Gross Revenue Conversion Factor 
Operating Income 'YO 1 5446 

SUPPORTING SCHEDULES: RECAP SCHEDULES: 
Rejoinder A-I 
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Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Goodman Water Company 
Summary of Results 

Exhibit 
Schedule D-4.0 
Witness: Bourassa 

DCF Constant Growth 
DCF Sustainable Growth 
DCF Two-Stage 

- Low HJ&l Midpoint 
9.9% 12.8% 1 1.4% 
8.7% 10.8% 9.8% 
9.6% 11.7% 10.7% 

Risk Premium - Actual Returns 
Risk Premium - Authorized Returns 

10.1% 10.2% 10.2% 
10.8% 11.3% 11.1% 

Actual Returns 
Authorized Returns 

4.0% 11.7% 7.9% 
9.9% 12.7% 11.3% 

Water Utility Industry 
2006 
2007 
09-1 1 

9.5% 
10.5% 
11.5% 
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Goodman Water Company 
Bill Comparison of Present and Proposed Rates 

Test Year Ended September 30,2005 
(Excludes all Revenue Related Taxes) 

Customer Classification 5/8 Inch Meter 

Present Proposed Dollar Percent 
Usaae _. Bill Bill Increase Increase 

- $ 18.00 $ 44.87 $ 26.87 149.30% 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
60,000 
70,000 
80,000 
90,000 

100,000 

18.00 
20.20 
22.40 
24.60 
26.80 
29.00 
31.20 
33.40 
35.60 
37.80 
42.20 
46.60 
51 .OO 
55.40 
59.80 
70.80 
81.80 
92.80 

103.80 
114.80 
125.80 
147.80 
169.80 
191.80 
213.80 
235.80 

49.89 
54.91 
59.93 
64.95 
71.67 
78.39 
85.1 1 
91.83 
98.55 

105.27 
120.71 
136.15 
151.59 
167.03 
182.47 
221.07 
259.67 
298.27 
336.87 
375.47 
414.07 
491.27 
568.47 
645.67 
722.87 
800.07 

$ 31.89 
$ 34.71 
$ 37.53 
$ 40.35 
$ 44.87 
$ 49.39 
$ 53.91 
$ 58.43 
$ 62.95 
$ 67.47 
$ 78.51 
$ 89.55 
$ 100.59 
$ 111.63 
$ 122.67 
$ 150.27 
$ 177.87 
$ 205.47 
$ 233.07 
$ 260.67 
$ 288.27 
$ 343.47 
$ 398.67 
$ 453.87 
$ 509.07 
$ 564.27 

177.19% 
171.85% 
167.56% 
164.04% 

170.32% 
172.80% 
174.95% 
176.84% 
178.50% 
186.05% 

197.24% 
201.51 % 
205.14% 
21 2.25% 
21 7.45% 
221.42% 
224.54% 
227.07% 
229.15% 
232.39% 
234.79% 
236.64% 
238.11% 
239.30% 

167.44% 

192.18% 

Average Usage 

Median Usage 
5,509 $ 27.92 $ 75.09 $ 47.17 168.96% 

4,500 $ 25.70 $ 68.31 $ 42.61 165.81% 

Exhibit 
Rejoinder Schedule H-4 
Page 1 
Witness: Bourassa 

Present Rates: 
Monthly Minimum: $ 18.00 
Gallons in Minimum 1,000 
Charge Per 1,000 Gallons 

$ 2.20 

Proposed Rates: 
Monthly Minimum: $ 44.87 
Gallons in Minimum 
Charge Per 1,000 Gallons 
u p  to 4,000 $ 5.02 
u p  to 10,000 $ 6.72 
Over 10,001 $ 7.72 



Goodman Water Company 
Bill Comparison of Present and Proposed Rates 

Customer Classification 1 Inch Meter 
Test Year Ended September 30,2005 

Exhibit 
Rebuttal Schedule H-4 
Page 2 
Witness: Bourassa 

(Excludes all 

Usane 
- 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
60,000 
70,000 
80,000 
90,000 

100,000 

Present 
Bill 

47.20 
49.40 
51.60 
53.80 
56.00 
58.20 
60.40 
62.60 
64.80 
67.00 
71.40 
75.80 
80.20 
84.60 
89.00 

100.00 
111.00 
122.00 
133.00 
144.00 
155.00 
177.00 
199.00 
221 .oo 
243.00 
265.00 

$ 45.00 

Average Usage 

Median Usage 
3,816 $ 53.39 

500 $ 46.10 

Revenue Related Taxes) 

Proposed 
Bill 

11 7.21 
122.23 
127.25 
132.27 
137.29 
142.31 
147.33 
152.35 
157.37 
162.39 
175.83 
189.27 
202.71 
216.15 
229.59 
263.19 
301.79 
340.39 
378.99 
41 7.59 
456.19 
533.39 
610.59 
687.79 
764.99 
842.19 

$112.19 

Dollar 
Increase 
$ 67.19 
$ 70.01 
$ 72.83 
$ 75.65 
$ 78.47 
$ 81.29 
$ 84.11 
$ 86.93 
$ 89.75 
$ 92.57 
$ 95.39 
$ 104.43 
$ 113.47 
$ 122.51 
$ 131.55 
$ 140.59 
$ 163.19 
$ 190.79 
$ 218.39 
$ 245.99 
$ 273.59 
$ 301.19 
$ 356.39 
$ 41 1.59 
$ 466.79 
$ 521.99 
$ 577.19 

Percent 
Increase 
149.30% 
148.32% 
147.42% 
146.60% 
145.85% 
145.1 5% 
144.51 % 
143.92% 
143.36% 
142.85% 
142.37% 
146.25% 
149.69% 
152.75% 
155.49% 
157.96% 
163.19% 
171.88% 
179.00% 

189.99% 
194.31% 
201.35% 
206.83% 
211.21% 
214.81% 
21 7.81 Yo 

184.95% 

$ 131.34 $ 77.95 145.98% 

$ 114.70 $ 68.60 148.80% 

Present Rates: 
Monthly Minimum: $ 45.00 
Gallons in Minimum 
Charge Per 1,000 Gallons 

$ 2.20 

Proposed Rates: 
Monthly Minimum: $ 112.19 
Gallons in Minimum - 
Charge Per 1,000 Gallons 
u p  to 10,000 $ 5.02 
u p  to 25,000 $ 6.72 
Over 25,001 $ 7.72 



Goodman Water Company 
Bill Comparison of Present and Proposed Rates 

Test Year Ended September 30,2005 
(Excludes all Revenue Related Taxes) 

Customer Classification Residential 2 Inch 

Present Proposed Dollar Percent 
Usaae Bill Bill Increase Increase 

- $ 144.00 $ 358.99 $ 214.99 149.30% 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
60,000 
70,000 
80,000 
90,000 

100,000 
150,000 
200,000 
250,000 
300,000 
350,000 
400,000 
450,000 
500,000 

146.20 
148.40 
150.60 
152.80 
155.00 
157.20 
159.40 
161.60 
163.80 
166.00 
170.40 
174.80 
179.20 
183.60 
188.00 
199.00 
210.00 
221 .oo 
232.00 
243.00 
254.00 
276.00 
298.00 
320.00 
342.00 
364.00 
474.00 
584.00 
694.00 
804.00 
914.00 

1,024.00 
1,134.00 
1,244.00 

364.01 
369.03 
374.05 
379.07 
384.09 
389.1 1 
394.13 
399.15 
404.17 
409.19 
422.63 
436.07 
449.51 
462.95 
476.39 
509.99 
548.59 
587.1 9 
625.79 
664.39 
702.99 
780.19 
857.39 
934.59 

1,011.79 
1,088.99 
1,474.99 
1,860.99 
2,246.99 
2,632.99 
3,018.99 
3,404.99 
3,790.99 
4,176.99 

$ 217.81 
$ 220.63 
$ 223.45 
$ 226.27 
$ 229.09 
$ 231.91 
$ 234.73 
$ 237.55 
$ 240.37 
$ 243.19 
$ 252.23 
$ 261.27 
$ 270.31 
$ 279.35 
$ 288.39 
$ 310.99 
$ 338.59 
$ 366.19 
$ 393.79 
$ 421.39 
$ 448.99 
$ 504.19 
$ 559.39 
$ 614.59 
$ 669.79 
$ 724.99 

$ 1,276.99 
$ 1,552.99 
$ 1,828.99 
$ 2,104.99 
$ 2,380.99 
$ 2,656.99 
$ 2,932.99 

$ 1,000.99 

148.98% 
148.67% 
148.37% 
148.08% 
147.80% 
147.53% 
147.26% 
147.00% 
146.75% 
146.50% 
148.02% 
149.47% 
150.84% 
152.15% 
153.40% 
156.28% 
161.23% 
165.70% 
169.74% 

176.77% 
182.68% 
187.72% 
192.06% 
195.85% 
199.17% 
211.18% 
218.66% 
223.77% 
227.49% 
230.31% 
232.52% 
234.30% 
235.77% 

173.41 % 

Average Usage 

Median Usage 
111,083 $ 388.38 $ 1,174.55 $ 786.17 202.42% 

- $ 144.00 $ 358.99 $ 214.99 149.30% 

Exhibit 
Rejoinder Schedule H-4 
Page 3 
Witness: Bourassa 

Present Rates: 
Monthly Minimum: $ 144.00 
Gallons in Minimum 
Charge Per 1,000 Gallons 

$ 2.20 

Proposed Rates: 
Monthly Minimum: $ 358.99 
Gallons in Minimum 
Charge Per 1,000 Gallons 
u p  to 10,000 $ 5.02 
u p  to 25,000 $ 6.72 
Over 25,001 $ 7.72 



Goodman Water Company 
Bill Comparison of Present and Proposed Rates 

Test Year Ended September 30,2005 
(Excludes all Revenue Related Taxes) 

Customer Classification Construction Water 

Exhibit 
Rejoinder Schedule H-4 
Page 4 
Witness: Bourassa 

Usaae 
- 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
60,000 
70,000 
80,000 
90,000 

100,000 

Present 
- Bill 

$ - 
4.75 
9.50 

14.25 
19.00 
23.75 
28.50 
33.25 
38.00 
42.75 
47.50 
57.00 
66.50 
76.00 
85.50 
95.00 

1 18.75 
142.50 
166.25 
190.00 
21 3.75 
237.50 
285.00 
332.50 
380.00 
427.50 
475.00 

Proposed 
- Bill 

$ - 
7.72 

15.44 
23.16 
30.88 
38.60 
46.32 
54.04 
61.76 
69.48 
77.20 
92.64 

108.08 
123.52 
138.96 
154.40 
193.00 
231.60 
270.20 
308.80 
347.40 
386.00 
463.20 
540.40 
61 7.60 
694.80 
772.00 

Dollar 
Increase 

$ 
2.97 
5.94 
8.91 

11.88 
14.85 
17.82 
20.79 
23.76 
26.73 
29.70 
35.64 
41.58 
47.52 
53.46 
59.40 
74.25 
89.10 

103.95 
1 18.80 
133.65 
148.50 
178.20 
207.90 
237.60 
267.30 
297.00 

Percent 
Increase 

0.00% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 

62.53% 
62.53% 
62.53% 

62.53% 
62.53% 
62.53% 
62.53% 
62.53% 
62.53% 

62.53% 

62.53% 

62.53% 

Present Rates: 

Gallons in Minimum 
Charge Per 1,000 Gallons 

Monthly Minimum: $ -  

$ 4.75 

Proposed Rates: 

Gallons in Minimum - 
Charge Per 1,000 Gallons 

Monthly Minimum: $ -  

$ 7.72 

Average Usage 

Median Usage 
1,411,750 $ 6,705.81 $ 10,898.71 $ 4,192.90 62.53% 

1,411,750 $ 6,705.81 $ 10,898.71 $ 4,192.90 62.53% 


